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PREFACE 


boundaries of any one nation, this volume would not 
have been needed, for the causes and cure of the business 
depression would have been discoverable without investiga- 
tion beyond the national frontier. In fact, however, the de- 
pression is world-wide, the crisis international. Our economic 
malady is not endemic, but epidemic; it has infected every 
continent and has grown more virulent as it has spread. Any 
realistic attempt, therefore, to diagnose the disease or to pre- 
scribe remedies must take account of the international com- 
plications which have made the actual economic disturbance so 
far-reaching, so severe, so cumulative. It is to these inter- 
national complications that the Academy of Political Science 
devoted its Semi-Annual Meeting, of which the present volume 
is a record containing the papers and addresses in full, to- 
gether with summaries of the discussion from the floor. This 
discussion of international aspects of “ The Crisis in World 
Finance and Trade” may well be read in connection with pre- 
vious numbers of the Academy’s PROCEEDINGS in which various 
local or national aspects of the economic débacle were studied, 
notably the issues intitled “‘ Business, Speculation and Money ”, 
“Depression and Revival” and “ Can Prices, Production and 
Employment Be Effectively Regulated? ”’. 
The Semi-Annual Meeting (Fifty-second Year) of the 
Academy of Political Science was held at the Hotel Astor in 


New York City on April 13, 1932. The program was as 
follows: 


| F the present economic crisis had been confined within the 


PROGRAM 
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Proressor E. R. A. SELIGMAN, Presiding 


Professor Emeritus of Political Economy in Residence, 
Columbia University 
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Foreign Credits and International Trade. 

James Harvey Rocers, Professor of Political Economy, 
Yale University. 

Effects of Currency Depreciation on International Trade. 

Joun H. WituiamMs, Professor of Economics, Harvard 
University. 

The Economic Position of the Raw Materials Industries. 

FRANZ SCHNEIDER, JR., Vice President, Newmont Mining 
Corporation, New York, former Financial Editor of 
the New York Sun. 

Tariffs and Their Effect on the Movement of Goods. 


WILLIAM ORTON, Professor of Economics, Smith College, 


Northampton, formerly member British Ministry of 
Labor. 


Discussion under the ten-minute rule. 


B. Haccotr BEcKHART, Professor of Banking, Columbia 
University. 


PETER MOLYNEAUX, Editor and Publisher, The Texas 
Weekly, Dallas. 


Second Session 
Wednesday, April 13, 2:15 P. M. 
North Ballroom, Hotel Astor 
Topic: Reparations and War Debts 
The Hon. ALANSON B. HouGuTon, Presiding 


Former United States Ambassador to Germany and to Great 
Britain and President of the Academy of Political Science 


- Reparations and War Debts—The Need for a New Approach to 


an Old Problem. 
FRANK ALTSCHUL, of the Firm of Lazard Fréres, New York. 


. Should War Debts Be Cancelled? 


The Hon. BAINBRIDGE CoLBy, former Secretary of State. 


. Political Debts of All Nations and Their Relation to Depressed 


Agriculture. 


CHARLES C, IsELY, Lumber and Grain Merchant, Dodge 
City, Kansas. 


. The Basis of German Credit. 


Dr. O. C. Krep, German Consul General, New York. 
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5. The Political Aspects of War Debts and Reparations. 

SHEPARD MorGAN, Vice President, Chase National Bank; 
former Finance Director, Office for Reparation Pay- 
ments, Berlin. 

6. Discussion under the ten-minute rule. 

The Hon. ELior Wapswortn, former Assistant Secretary 
of the Treasury; former Secretary of the World War 
Foreign Debt Funding Commission. 

CoNSTANTINE E. McGuire, Economist, Washington, D. C. 


Third Session 
Semi-Annual Dinner Meeting 


Wednesday, April 13, 7 P. M. 
Grand Ballroom, Hotel Astor 


Topic: World Organization in Finance and Trade 
D. Cravatu, Presiding 


The Hon. FrReDERIC COLLIN WALCOTT 


United States Senator from Connecticut, Chairman of the 
Sub-Committee to Investigate Operations of the Stock 
Exchange. 

Sir Jostan Stamp, G.B.E., LL.D. 

President of the London, Midland and Scottish Railway 
Company ; a Director of the Bank of England; a Gov- 
ernor of the London School of Economics and Political 
Science; formerly a British representative on both the 
Dawes and Young Reparations Committees. 


For the convenience of readers who were unable to attend 
the interesting sessions at the Hotel Astor, brief biographical 
sketches of the speakers on the program are given here in 
alphabetical order. 


FRANK ALTSCHUL is a banker and a profound student of 
economic and financial conditions. He was born in San Fran- 
cisco in 1887. After taking his degree at Yale he rose very 
rapidly in the financial world, and is now a member of the 
firm of Lazard Fréres, bankers, of New York City. Among 
the other important financial posts filled by Mr. Altschul only 
a few may be mentioned here—member of the Governing 
Committee of the New York Stock Exchange, President of the 
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General American Investors Company and of the Second Gen- 
eral American Investors Company, Inc., director and member 
of the executive committee of the American International Cor- 
poration, director of the International Bank of Amsterdam 
and of several industrial and insurance companies. During 
the World War he served with the A.E.F. He is a Chevalier 
of the Legion of Honor and a member of the Cercle Interallié, 
Les Cent Bibliophiles, and Le Livre Contemporain. 


B. HAGGOTT BECKHART is an expert on banking and inter- 
national finance. He is now Associate Professor of Banking 
at Columbia University. In 1929 he collaborated with Pro- 
fessor H. Parker Willis in editing an important volume on 
Foreign Banking Systems. He is the author of The Banking 
System of Canada and The Discount Policy of the Federal 
Reserve System. 


BAINBRIDGE COLBY, distinguished lawyer and former Secre- 
tary of State, was born in St. Louis, graduated from Williams 
College, studied law at Columbia and at the New York Law 
School, and began the practice of law in New York City in 
1892. He was one of the founders of the Progressive Party 
in 1912 and was prominent among the leaders of that party. 
During the World War he served on the United States Ship- 
ping Board and the Emergency Fleet Corporation; he was also 
a member of the American Mission to the Inter-Allied Con- 
ference at Paris in November 1917. During the last year of 
the Wilson Administration he held the post of honor in the 
Cabinet as Secretary of State, and subsequently he was associ- 
ated with Woodrow Wilson in the practice of law. 


PauL D. CRAVATH, one of the most eminent of American 
lawyers, is a native of Ohio and a graduate of Oberlin. He 
studied the law at Columbia University and was admitted to 
the bar in 1886. During the World War he was intimately 
concerned with inter-Allied finance; he represented the United 
States Treasury on the “ House Mission” to the Inter-Allied 
War Conference at Paris in 1917; and in 1918 he served as 
advisory counsel of the American Mission to the Inter-Allied 
Council on War Purchases and Finance, in London and Paris. 
In recognition of “exceptionally meritorious conduct and 
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services during the war” he was awarded the D.S.M. by Gen- 
eral Pershing. 


ALANSON B. HouGHTON, President of the Academy of 
Political Science, is Chairman of the Board of the Corning 
Glass Works. He served in Congress for a time, but resigned 
in order to represent the United States abroad, first in Berlin 
as Ambassador to Germany from 1922 to 1925, then in London 
as Ambassador to Great Britain from 1925 to 1928. 


CHARLES C. ISELY is a distinguished citizen of Kansas, a 
spokesman for the “ pig and wheat raiser”, and a lumber and 
grain merchant of Dodge City. In the words of the Emporia 
Gazette, he “ is recognized as an independent thinker among 
other independent minds in the country. He has gained this 
recognition through the power of a good set of brains. — Inci- 
dentally he is a candidate for the United States Senate, stag- 
gering under the terrible handicap of those same brains.” 


Dr. O. C. Kier, German Consul General in New York City, 
was born in Scotland, and received his education partly in 


Glasgow, partly in London, partly in Germany. He holds 
the degree of LL.B. from the University of London as well 
as that of D. Jur. from the University of Leipzig. After 
serving with distinction in the World War, he entered the 
German diplomatic service and attended the chief international 
conferences—Versailles, Genoa, London, Locarno, Geneva— 
from 1919 to 1926. He had charge of the press bureau at 
the Foreign Office for a time. From 1927 to 1931 he was 
Counselor of the German Embassy at Washington, and in 1931 
he accepted the post of Consul General in New York. 


CONSTANTINE E. McGulrIRE, keen student of international 
economic problems, had just returned, shortly before the 
Academy meeting, from a sojourn in Europe, where he had 
been engaged in study of the economic situation and in con- 
ferences with experts and officials. Among Dr. McGuire’s 
numerous publications, the volume on Germany's Capacity to 
Pay (of which he was joint author with Dr. Moulton) and the 
subsequent book on /taly’s Economic Position are most perti- 
nent to the subject which he discussed at the Semi-Annual 
Meeting, viz., ‘‘ Reparations and War Debts”. 
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PETER MOLYNEAUX is an eloquent spokesman for the South- 
ern cotton-grower. Born in New Orleans, grandson of a 
Confederate soldier, he has spent his life in Louisiana and 
Texas. For nine years he was chief editorial writer of the 
Fort Worth Star-Telegram. He is now editor and publisher 
of The Texas Weekly. 


SHEPARD MorGAN is Vice-President of the Chase National 
Bank. In the period of the Dawes Plan Mr. Morgan served in 
Berlin as Economic Adviser to the Transfer Committee and 
later as Finance Director, Office for Reparation Payments. 
He went to Paris at the instance of the Chairman of the Com- 
mittee of Experts in 1929 and drafted the sections of the 
Young Plan dealing with the Bank for International Settle- 
ments, which, after consideration by the appropriate subcom- 
mittee, the main committee adopted in its report. He later 
participated in the final work on the Statutes of the Bank at 
Baden-Baden and The Hague. 


WILLIAM ORTON was born in England and educated at 
Cambridge. During the World War he served with the 
British army in Gallipoli, in Egypt, in France; he was 
wounded in the Battle of the Somme. After the war he 
resumed his studies, taking degrees at Cambridge and at the 
University of London, and serving at the same time as staff 
officer of the industrial relations department in the Ministry 
of Labour. He was called to this country in 1922 to fill the 
chair of economics at Smith College. He has written a book 
on Labor in Transition and has contributed numerous articles 
to periodicals. His article on “ The Meaning of the Gold 
Crisis” in the February Atlantic Monthly has been widely 
read and commented upon. 


JAMES HARVEY RoGeErRs is the author of a recent and 
challenging volume, America Weighs Her Gold. He had 
taught economics at the University of Missouri only a year 
when his academic career was interrupted by the World War. 
After the war, resigning his commission in the army, he re- 
turned to teaching at Missouri, then at Cornell, then at 
Missouri again, and, since 1930, at Yale, as Professor of Econ- 
omics. In his books on Stock Speculation and the Money 
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Market (1927), The Process of Inflation in France (1929), 
and America Weighs Her Gold (1931), and in his section on 
“ Foreign Markets and Foreign Credits” in the Report on 
Recent Economic Changes, he has made significant contribu- 
tions to the special study of money, credits, inflation, and their 
effect on trade. 


FRANZ SCHNEIDER, JR., Vice President of the Newmont 
Mining Corporation, is well known as a financial writer. He 
was financial editor of the New York Evening Post from 1920 
to 1925, and subsequently of the New York Sum. He has been 
connected also with the American International Corporation 
and the National Securities Company. During the World 
War he was attached to the General Staff with the rank of 
major. 


EpWIN R. A. SELIGMAN, former McVickar Professor of 
Political Economy at Columbia University and now Professor 
Emeritus in Residence, presided at the Morning Session. 
Although he has laid aside the burden of academic duties, 
Professor Seligman has not retired into well-deserved in- 
activity. Very recently he published a new volume (with the 
collaboration of R. H. Love) on Price Cutting and Price Main- 
tenance. Volume by volume the monumental Encyclopaedia 
of the Social Sciences, of which he is Editor-in-Chief, con- 
tinues to appear. A complete list of the public and academic 
services he has rendered, of the honorary degrees and decora- 
tions he has received, and of his published works would fill 
twenty pages or more. His Essays on Taxation have gone 
through ten editions, his Principles of Economics, twelve 
editions, and at least nine of his books have been translated 
into foreign languages. 


SIR JOSIAH STAMP is preéminent as an economist and at the 
same time as a practical man of affairs. As a Director of the 
Bank of England, as Chairman of the London, Midland and 
Scottish Railway, as former Secretary and Director of Nobel 
Industries, Ltd. and as Director of Imperial Chemical Indus- 
tries, he has played a conspicuous rdle in the actual conduct of 
business in Great Britain. He has likewise rendered very dis- 
tinguished public service in the domain where government and 
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economics overlap. He was one of the British representatives 
on the international committee which drafted the Dawes Plan 
and also on the committee which subsequently devised the 
Young Plan, and he has served on an impressive number of 
official committees concerned with British economic and 
financial problems. He and Professor Seligman were col- 
leagues on the League’s committee of experts on double tax- 
ation. Sir Josiah has managed to combine his business and 
public responsibilities with a brilliant academic career, which 
began at London University and pursued its way through 
honors and prizes to a place in the Senate of London University 
(1924-1926), vice-chairmanship of the London School of 
Economics, governorship of several colleges, presidency (1930- 
1932) of the Royal Statistical Society, chairmanship of the 
Rockefeller Social Science Advisory Committee, and many 
other posts of distinction. Among his numerous writings are 
volumes on The Wealth and Income of the Chief Powers 
(1919), Fundamental Principles of Taxation (1921), Wealth 
and Taxable Capacity (1922), The Financial Aftermath of 
War (1931), /nternationalism (1931), Papers on Gold and 
the Price Level (1931), Taxation during the War (1932). 


ELIOT WADSWORTH was a member of the firm of Stone and 
Webster, electrical engineers, from 1907 to 1916. During the 
next decade he served the American Red Cross as Vice-Chair- 
man of the Central Committee, later as national treasurer. He 
was also Assistant Secretary of the United States Treasury, 
1921-1925, and Secretary of the World War Foreign Debt 
Funding Commission during the years when the inter-Allied 
debt agreements were being made. He represented the United 
States at Paris in 1923 in negotiations for the settlement of the 
cost of the American Army of Occupation. 


FREDERIC COLLIN WALCOTT was a successful investment 
banker and a director or officer of numerous corporations, when 
the World War began. While America was still neutral he 
engaged in Belgian and Polish Relief work. From 1917 to 
1919 he was a member of the United States Food Administra- 
tion. Retiring in 1922 from an active business career, he 
presently interested himself in Connecticut politics, serving 
two terms in the state Senate. In 1928 Connecticut elected 
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him to the United States Senate. He has recently served as 
chairman of the Senate’s subcommittee to investigate opera- 
tions on the New York Stock Exchange. 


JouHN H. WILLIAMs has taught economics at Harvard since 
1921, with the exception of a year spent in Italy as Westing- 
house Exchange Professor. His volume on Argentine com- 
mercial and currency problems, some years ago, was awarded 
the Wells prize. In 1919 he inaugurated the important series 
of Annual Studies of the Balance of Payments of the United 
States. He is one of the leading experts on international gold 
movements. 


The Academy is deeply indebted to the distinguished 
speakers who took part in the Semi-Annual Meeting and to the 
Program Committee, a list of whose members is given below. 
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THE BREAKDOWN IN WORLD TRADE* 


EDWIN R. A. SELIGMAN 


McVickar Professor Emeritus of Political Economy in Residence 
Columbia University 


one or two significant points. We are not discussing 

today the causes or the real meaning of the present de- 
pression, but whatever reasons we assign, there are certain 
definite implications which are of importance to us today. 

Apart from the more general explanation of crises and de- 
pressions, which is psychological in character and which has 
to deal with the inevitable ups and downs in human emotions, 
there are two possible frontal attacks upon the problem. Since 
we are dealing with a depression or a change in the price 
level, we can approach the problem from the point of view 
either of the commodity in which prices are measured, or of 
the commodities the prices of which are measured. 

Those theorists who explain the present troubles in terms of 
money, that is of currency in the widest sense, are concerned 
with so increasing the supply, whether of gold or of credit, as 
to check the further deflation of prices. Those, on the other 
hand, who approach the problem from the point of view of 
the things measured rather than of the measure, are equally 
concerned in trying to devise some adjustment, some equilib- 
rium in the forces of production and consumption. 

The point of present importance is that irrespective of the 
school to which one may belong, the problem has been trans- 
lated from a local or national to a worldwide or international 
sphere. So many things have happened in the past few de- 
cades that the old monetary theory which predicated a restora- 
tion of the equilibrium of prices through the semi-automatic 
action of gold, has now become much more complicated. 
Things now happen which did not occur in any such degree in 


ia these introductory remarks I desire to call attention to 


1 Presiding officer's introductory remarks at the opening of the First 
Session.—Eb. 
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former generations. The international flow of funds has 
become far more widespread. The influence, not alone of 
these long-term loans but of the short-term credits and trans- 
fers, has shown itself most intensively, especially in recent 
years. As a result, all the other factors, upon which it is 
needless to dilate here, have become so involved that it is hope- 
less, even in the minds of those who propose to solve the prob- 
lem by a managed currency, even to think of the situation in 
terms of a national management. In fact the very first steps in 
the direction of an international management have been taken, 
—faltering and timid steps it is true—at Basel. 

But those also who share the second point of view, and who 
think that we can secure a restoration of equilibrium by adjust- 
ing the forces of production and consumption, now realize that 
the problem is one which far transcends any local or national 
effort. 

I do not for a moment wish to belittle the importance of 
setting one’s own house in order, as we are trying belatedly 
to do with our attempt to balance the budget, and liquefy our 
credit. But I do wish to point out that all these plans will 
be fruitless unless they involve the acceptance of the inter- 
national point of view—international planning as over and 
against any futile national planning. 

This means that what we need today is a new Adam Smith, 
or, if you will, another Grotius. In the Middle Ages the 
writers who dealt with economics at all discussed the situation 
from the point of view of the individual. His chances of salva- 
tion were inevitably connected with just prices, with usury and 
so forth. The mercantilists were the first to reach the con- 
ception of national wealth, the welfare of the community as 
something more important than the welfare of the individual. 
Then came Adam Smith with his immortal work entitled The 
Wealth of Nations,—not “ The Wealth of The Nation,” but 
The Wealth of Nations. He first sounded the keynote of the 
new explanation. But Adam Smith’s work was essentially 
destructive. It was an attempt primarily to show the short- 
comings of the mercantilists. What we need today is a new, 
a constructive Adam Smith, who will lay the real foundations 
and point out the real meaning of ‘“ The Wealth of Nations,” 
as a unified concept. 

[4] 
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Now whatever you do, whether you are an advocate of the 
monetary or of the commodity interpretation of depression and 
prices, it is plain that any national or local effort at once 
reflects itself in a change of international trade, in an altera- 
tion in the conditions of exports and imports, whether of gold 
or of commodities. The very first step therefore in any effort 
to understand the present, has to deal with this problem of 
international trading. It is for this reason that we begin our 
discussion today with “ The Breakdown in World Trade.” 


FOREIGN CREDITS AND INTERNATIONAL 
TRADE 


JAMES HARVEY ROGERS 
Sterling Professor of Political Economy, Yale University 


T will not be my purpose, in spite of the charts which you 
] have before you this morning, to go into an elaborate 
statistical study of the effect of foreign credits on inter- 
national trade. That I have attempted in the past without very 
gratifying results. All that I found in making the direct com- 
parisons was a very general sort of conclusion. Certainly we 
know that when direct investments by Americans in foreign 
countries are made, for example when one of our copper com- 
panies buys properties and begins to operate in some of the 
South American countries, the investment normally leads to 
exports, from this country, of mining machinery and what not. 

I did find a very poorly defined relationship likewise between 
our export of capital or our export of all credits, and our 
favorable balance of trade. There is some slight connection 
between the two, apparently; but, as I say, it is not these 
rather general results that I plan to talk about today. 

There is a very much more important relationship between 
international credits and foreign trade which I shall attempt 
to emphasize, and I think it ties up so completely with the 
extraordinary gold situation which we have at the present 
time, that I shall talk about the three together. That brings 
us then to the chart of gold holdings (page 7). The discs at 
the top of the chart represent the distribution of the monetary 
gold supplies of the world on three different dates, the first 
being December 31, 1913 (marking the end of the last full pre- 
war year, before the war effected the redistribution of the 
gold) ; the second date is June 30, 1931, and the final disc 
represents the situation on October 31, 1931. Since that time 
there has been a slight redistribution, but not a very great one. 
The point that I wish to make with regard to this chart is this: 
You notice, of course, that the part held by the United States 
and France together at the end of October, 1931, represents 

[6] 
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almost two-thirds of the total gold stock of the world. The 
same was true on June 30, 1931. Notice, however, that on 
December 31, 1913, the distribution was very different in- 
deed, the United States and France having about one-third of 
the total at that time as against two-thirds at the later date. 
At the earlier date England had a much larger share than at 
the later date. The fact is that her holdings were reduced 
from 10.1 per cent to 5.7 per cent, and those of Germany very 
much more. 

In connection with this maldistribution of the world’s mone- 
tary gold supplies, let me call attention to the fact that while 
there is a difference of opinion among the gold mining engi- 
neers as to the prospect of new gold supplies coming out of the 
ground, and while in recent months we have had a most extra- 
ordinary discovery in the way of a gold mine—that is, in 
India, where the inhabitants have disgorged a great quantity 
of gold quite unexpectedly—nevertheless, there seems to be no 
immediate promise of relieving the gold situation by a sufficient 
production of new gold. 

Let us face the situation which many countries have had to 
confront in recent years because of a relative gold shortage. 
Since I am dealing primarily with international credits, I 
will take up very briefly the situation existing in England and 
in Germany prior to the crises of 1931. 

In the summer of 1931 it became known gradually in this 
country and in various other parts of the world that the hold- 
ings of short-term credits in the London market were very 
much above the total gold holdings of the Bank of England. 
As a matter of fact just before the crisis in September it be- 
came known that such holdings of short-term credits by the 
French banks were more than all of the gold in the Bank of 
England; and at one time it was clear that the holdings of 
short-term credits in the London market by the Bank of France 
alone were more than all of the gold in the Bank of England. 
Bearing in mind that these short-term credits can be very 
largely withdrawn, literally over night, one can appreciate the 
position of the officials of the Bank of England when that 
situation became more and more generally known abroad. 

The situation in Germany was very much worse. Prior to 
the German crisis of last summer it appeared that the foreign 
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short-term credits held in the Berlin market were five to six 
times the total gold holdings in the German Reichsbank. 
Under such circumstances, and with the depression conditions 
growing more and more serious all over the world, uncertainty 
developed as to the final payment of these credits. The critical 
situation soon made its appearance. 

Similar conditions existed in a good many other countries. 
When I say similar, I mean similar generally, though different 
in many respects. 

The question is, what does a country do when it finds itself 
in an embarrassing position, because of uncomfortably small 
gold supply ? 

In the past the ready corrective has been the adoption of 
credit policies, primarily by the central bank, destined to 
tighten rates in the monetary center of the country threatened. 
In London, for example, money rates would have been raised 
under ordinary circumstances, and continually raised until 
funds were attracted from abroad to take advantage of the 
higher rates in that market. 

In the recent period rates in London were tightened rela- 
tively to rates in other parts of the world, but as uncertainty 
developed it soon became clear that it would be impossible to 
tighten them much more without giving great concern in many 
parts of the world. Indeed, lest further rate increases might 
reverse the flow of the short-term credits, causing a withdrawal 
rather than an influx, if suspicions of severe financial trouble 
were spread by raising the rates too much, this procedure was 
not followed. 

There is another reason why such a corrective could not be 
applied. The chief difficulty was that short-term credits were 
too large, and their withdrawal could precipitate a crisis at any 
time. Since it was their withdrawal which could precipitate 
the crisis, to increase their amount by simply tightening the 
rates was to aggravate the difficulty in case a withdrawal 
should occur. Certainly it was not a remedy. 

Moreover, it was recognized, as we all know, that in post- 
war years the volume of international securities held all over 
the world and salable in any one of several big investment 
markets, such as London, New York, Amsterdam, Paris, and, 
to a certain extent, Berlin, had become very large indeed. Such 
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securities might be dumped on any one of the markets on which 
they were salable and lead likewise to a pulling away of gold 
from that particular market. 

Since the ordinary device of tightening rates was uncertain 
and treacherous in a situation of this sort, those in authority 
began to look around for more permanent correctives, and they 
hit upon the perfectly obvious solution. If they could sell 
more abroad and import less, they would get an inflow of 
gold to pay for the excess of exports over imports; or they 
could turn the balance of payments in their favor by simply 
reducing an unfavorable balance of trade, as in the case of 
England, if they could encourage exports at the expense of 
imports. 

Gradually in various parts of the world governments began 
to adopt bounties and various other types of encouragement of 
exports. On the other hand, import tariffs were increased. 
Certainly a protective tariff is the readiest way to cut off 
imports. This particular device was especially popular be- 
cause of the fact that each country that put up its tariffs 
cherished the illusion that probably such action would raise 
domestic prices. All gold standard nations—bear in mind— 
have been suffering, as we have, from continual liquidation 
and decline in commodity prices. 

All over the world protective tariffs have become more 
general than ever and much higher than ever. Indeed, I 
should say that mercantilism had reached its climax in the 
period of the world’s history in which transportation and 
communication have made their most phenomenal advances. 

There is one other device which is just as hard on foreign 
trade. One by one the countries have been turning over the 
control of the foreign exchanges to the central banks. Any- 
one in these countries who wishes funds to pay for anything 
abroad will send his application through channels to the central 
bank of the country, and if this central bank approves, all 
is well. In many cases, however, the bank refuses quite arbi- 
trarily to grant exchange for certain purposes, for the simple 
reason that the gold situation will not stand it. 

The point I am trying to make is this: Because of the great 
growth of international credits all over the world, countries 
are finding themselves very uncomfortable with the com- 
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paratively small gold supplies on which they might otherwise 
operate quite comfortably. 

At the same time, we have a most extraordinary maldistribu- 
tion of the world’s monetary gold supply. These two factors 
operate together. 

In order to get permanent relief from these factors, govern- 
ments are restricting foreign trade to an extent that has never 
been known before in modern times. Asa result, international 
trade in many instances has been almost completely blocked, 
and world trade has been greatly reduced. 

Instead of raising prices internally, the establishment of 
these barriers is causing a fall in prices all over the world. 
In other words, nations are throwing as many goods as possible 
on the international markets while taking as few as possible 
therefrom, and the net result has been a continual decline of 
prices, and especially of international prices, for raw materials. 
That, as I see it, accounts for a considerable portion of the 
rapid and very drastic decline in prices from which the world 
is suffering. 

I do not have to emphasize the relation between falling 
prices and business depression. Whatever you may say about 
the question as to whether falling prices are a symptom or a 
cause, certainly you can say this, that a continued rapid price 
decline, however caused, will itself cause depressed conditions. 
I think I can establish that in a very few words. 

There are two explanations, as I see it. The first is this: 
As business is at present organized, costs usually precede sell- 
ing prices. If, during the period of production, prices so fall 
that selling prices are no longer sufficient to meet previously 
incurred costs, profits will certainly turn into losses. 

There is another reason which I consider just as important. 
It is this: Although we are accustomed to talk about declines in 
prices as though prices were all going down at one time, and 
all going up at another time, in fact there is every degree of 
flexibility and inflexibility in the price system. Some prices 
do not decline at all, and have not declined yet in this de- 
pression ; other prices have fallen by a very large proportion 
of their original amount. In between are all gradations of 
flexibility. Most costs are relatively inflexible, while many 
selling prices are relatively flexible. Anyone who is produc- 
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ing a commodity with a highly flexible price is sure under 
these conditions to find his profits turned into losses. 

The way out, as I see it—if we are going to find a way out— 
is to relieve the maldistribution of the gold supply, if we can. 
If we cannot do that, we certainly must utilize the gold supply 
more effectively. The world is trying to adjust itself to a 
situation where gold is maldistributed, and where many 
countries need more gold than they used to need, while at the 
same time there is very little new gold forthcoming rapidly. 
Prices, in other words, are adjusting themselves to that sort of 
situation ; and as prices adjust themselves, our debts are forced 
to adjust themselves. If we fail to take care of the falling 
prices we shall have to take care of the debts in the bankruptcy 
courts. We are at present taking care of them very rapidly 
in that way; but if we have to take care of them much more 
rapidly we are going to have a terrific collapse on our hands. 

If, therefore, this situation is to be relieved, we must find 
some way of expanding credit. I have thought for a long time, 
and I still think, that if it is applied vigorously enough this 
remedy will prove effective. The Federal Reserve banks, by 
using their open market powers to purchase government securi- 
ties, can thus put funds into the hands of the banks, and pre- 
sumably into the hands of the public. In this way, credit 
expansion can be forced. 

I realize that the banks are practically on strike and must 
be given quantities of funds in order to make them move under 
present conditions. Moreover, the policy must not be inter- 
rupted. Once started, the funds must be pushed out rapidly 
enough to keep the bond market at least stable. As I see it, 
that is the only way to stay on the gold standard. Under the 
Glass-Steagall bill, we have much room for that type of 
operation. If we do not utilize it, my personal guess is that 
we shall face some sort of a:wild scheme of inflation intended to 
correct a situation of almost universal bankruptcy. 
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requisite to any analysis of the effects of currency 

depreciation. In the present instance, as almost always 
in the past, currency depreciation has been the consequence of 
a collapse of the gold standard. According to the theory of 
the gold standard international monetary stability is achieved 
by the flow of gold between the banking systems. The theory 
assumes sensitivity of credit, prices and costs to gold flow, and 
on these assumptions links the maintenance of monetary 
equilibrium to the balance of international payments. To take 
the simple case of goods trade, if one country expands credit 
relative to others, its prices will rise, its imports will increase 
relative to exports, and gold will flow out on balance; gold 
outflow will contract credit, reduce prices, increase exports 
and bring gold outflow to an end. 

The gold standard works best when four conditions are ful- 
filled: (1) when banking systems are fully loaned up to the 
limit set by their reserves, so that the flow of gold must cause a 
proportional variation in the amount of credit; (2) when 
capital movements and goods movements are sensitive to each 
other, requiring little flow of gold to induce equilibrium in the 
balance of payments; (3) when the demand for international 
products is elastic, so that a fall of prices will produce an in- 
crease in value of exports relative to imports, and contrari- 
wise; (4) when unit costs of production are responsive to 
money price variations, so that when prices change in response 
to increases or decreases of gold, production and trade will 
respond to the movements of prices. 

These conditions are never found fully and simultaneously 
developed. How the gold standard will work in practice must 
depend upon the magnitude of economic disturbances and upon 
the degree of friction encountered in the several stages of the 
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adjustment process. Fundamentally, the gold standard has 
broken down by reason of the uneconomic character and the 
enormous magnitude of international capital and trade move- 
ments brought on by the war. We have to recognize that we 
are dealing with a highly abnormal situation which had a 
highly unusual cause. 

The post-war frictional difficulties have been of various 
sorts. The collapse of the gold standard in the agricultural 
countries was a case of inelastic demand-supply. When prices 
fall such countries find it peculiarly difficult to curtail pro- 
duction ; moreover, total value of exports is likely to decrease 
relative to imports, which consist of industrial products for 
which demand is more elastic. Meantime, new capital bor- 
rowings are cut off, whereas interest on previous debt must still 
be paid. With prices falling, the debt payments and the im- 
ports entail a progressive increase in quantity of exports rela- 
tive to value of exports, but increasing quantity depresses 
prices further. It becomes a case of indeterminate equilibrium, 
and gold flows out persistently until collapse ensues. The 
possibilities of trade adjustment have then to be considered 
under conditions of depreciated currency. 

England’s difficulties have displayed another type of vicious 
circle. Her trouble has been in part a bad balance of pro- 
ductive forces—too much labor and capital for her natural 
resources ; in part, war-time dislocation of foreign trade; but in 
part it has been the increased rigidity of her economic struc- 
ture. Wages and other costs have not come down with prices, 
with resultant losses and unemployment. Under these con- 
ditions, foreign investment was preferable to home investment, 
but export trade did not respond because costs were high re- 
lative to foreign costs. Imports increased relative to exports. 
The result was an insistent pull on England’s gold, which was 
fought off for some years by importations of short-term bal- 
ances in response to comparatively high bank rates. Given, 
then, a severe shock to confidence and the headlong withdrawal 
of these balances last summer, collapse of the gold standard 
ensued. England found herself on a basis of depreciated 
currency. 

Under such circumstances as these, depreciated currency is 
sometimes described as nature’s cure; where man has failed 
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nature steps in and sets in motion a set of forces opposite to 
those producing the collapse. If costs will not come down, cur- 
rency depreciation will put prices up, restoring profit margins 
and reducing the burden of fixed charges upon both industry 
and government. 

In its broad outlines the theory of international trade adjust- 
ment under depreciated currency is fairly simple. When a 
nation’s currency depreciates relative to other currencies, world 
prices translate themselves into higher prices in terms of the 
depreciated currency. If domestic prices and costs have not 
changed correspondingly, the exporter will experience a wind- 
fall profit. He will buy at home at the same prices as before 
and sell abroad at the same prices as before, but owing to the 
fall in the value of his currency relative to the currencies of 
the countries to which he sells, he will be getting in payment 
more in terms of his own money than before. The importer is 
in the opposite case. He pays the same foreign prices as 
before, but his goods cost him more in terms of his own money. 
With domestic prices unchanged, he is not able to get back 
the extra cost. The consequence is a readjustment of inter- 
national trade. Exports increase and imports decline. What 
gold flow had previously failed to achieve by depressing prices 
is accomplished by means of currency depreciation and rising 
prices. 

But this simple theory gives only the very broadest statement 
of the case. One would be naive to accept it without reserva- 
tions and apply it all round the world without due examination 
of the particular circumstances which may arise. For example, 
it is not necessarily or invariably true that exports will increase 
relative to imports when a nation’s currency depreciates. Pre- 
cisely the opposite may happen. The result will depend upon 
the impact of the depreciation. If the depreciation begins 
internally—as it might, for example, as a result of an un- 
balanced budget requiring the issue of fiat money to meet 
domestic fiscal expenditures—domestic prices would be the 
first to feel the new spending and would rise relative to export 
and import prices. The home market would then be a better 
market to sell in and a poorer market to buy from than before. 
Exporters would experience losses and importers windfall 
profits. Imports would increase and exports decrease. The 

[15] 


| 

| 

| 

| | 
| 


16 THE CRISIS INWORLD FINANCE AND TRADE [Vou XV 


actual result would be precisely the opposite of the theoretical 
result which was previously indicated. 

In a case, if there could be any such, where the degree of 
depreciation is the same, externally and internally, where 
domestic prices and international prices are affected equally 
and at the same time, there would be no effect at all upon 
international trade; there would be no redistribution of trade 
as between the domestic market and the foreign market, no 
change in the relative parts played by the various nations in 
world trade. The theory of purchasing-power parity, which 
Professor Cassel made famous after the war, is based upon this 
assumption of equal depreciation in all markets. As a state- 
ment of final results the doctrine expressed a half-truth (it 
might better be called a truism) ; but such a theory throws 
little light upon the processes of change. Like the quantity 
theory of money it is concerned with normal relationships after 
conditions have settled down, rather than with the phenomena 
of transitional disturbance. We are interested in changes in 
the value of money, in inflation and deflation, just because 
those changes have their impact unequally as to amount and 
as to time on different sets of prices. 

The condition, then, that is necessary in order that depreci- 
ated currency may correct an international trade position and 
give relief from the forces that have driven a nation off the 
gold standard, is that the export and import prices shall rise 
relative to domestic prices, including costs. In general, this 
is the most likely result. It is especially apt to be the case in 
countries where foreign trade predominates; in some of the 
agricultural countries the domestic market is so little organized 
and so dominated by the more sensitive and better organized 
foreign trade that changes in the value of money, whatever 
their origin, are almost certain to show themselves first and 
chiefly in the foreign exchange market. For other countries 
the same results would ensue in so far as the forces driving the 
nation off the gold standard were primarily international. If 
the case, for example, were that of reparations driving Ger- 
many off gold, one would look to the foreign exchange market 
as the spearhead of the processes of change. But there is a 
further reason, under present conditions, for expecting such a 
result. The world has become more closely knit and the 
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factor of international confidence has assumed a new import- 
ance. The gold standard will not work when the world be- 
comes afraid of it. Under present conditions, it seems prob- 
able that depreciation of currency, whatever its initial impact, 
would be registered immediately and with greatest force in the 
foreign exchange market. If, for example, a condition of un- 
balanced budget in the United States, or an attempt to balance 
the budget or to pay a soldiers’ bonus by issues of fiat currency, 
should shake confidence in the government credit, the first 
effect might well be seen in the foreign exchange market, in 
an international run on our gold reserves. 

In general, there is ground for concluding that the effects 
of currency depreciation upon international trade are usually 
in accordance with theoretical expectation. But statistical 
verification sometimes yields surprising results. For example, 
in Germany just after the war, as the mark depreciated from 
about seven cents in 1919 to a fraction of a cent by 1922, im- 
ports increased and exports decreased. Never was theoretical 
expectation more strikingly confounded. Yet that the forces 
which the theory describes were at work is indicated by the 
fact that in 1919 Germans were selling abroad their capital 
equipment to take advantage of the exchange profit. The 
explanation of the paradox seems to have been that Germany 
had little to export, and needed as a prerequisite to export 
trade the prior iraportation of raw materials, food products, 
working capital. Moreover, her exports were highly com- 
petitive finished products. Expanding exports of such pro- 
ducts is likely to require drastic price-cutting, which will have 
two important results: the exporter finds himself forced to give 
up a large portion of his windfall profit in favor of the 
foreign consumer; and foreign producers will seek protection 
from the influx of cheap goods by demanding tariff barriers. 
After the war such a wave of protection against German ex- 
ports swept round the world. We have witnessed it again in 
the past year, though this time it is evidently directed by all 
nations against all nations. A further result, if export capacity 
is limited, may be to denude the home market and to give rise 
to domestic buying booms which will cause domestic prices to 
rise more rapidly than would otherwise be the case, thus de- 
priving the export trade of its differential advantages. Such 

[17] 


| 
7 
| 


18 THE CRISIS IN WORLD FINANCE AND TRADE [Vot. XV 


phenomena also were witnessed in Germany, and gave rise to 
the foreign trade control boards. 

There is always danger that currency depreciation may be a 
temporary palliative rather than a permanent corrective. If 
the depreciation should become cumulative, and in the past 
that has usually been the case, the cure may be worse than the 
disease. A vicious circle may develop quite as readily as in 
the opposite case of a deflation feeding upon itself. The 
foreign exchange value of the currency falls, export and 
import prices rise, exports expand relative to imports, increased 
exportation increases domestic prices and costs, government 
expenditures rise with prices while revenue remains com- 
paratively fixed, the increased demand for money from both 
business and the government raises prices further. Though 
the relation of exports to imports may be improved by such a 
process, the advantage gained is more than offset by the other 
effects of the inflationary process, which as it tears forward 
toward collapse will diminish outputs and incomes generally. 

A similar point can be made with regard to depreciating 
currencies which are the products, as at present, of severe 
depression. Their stimulating effects may be real enough for 
the countries concerned, but unless they can overbalance the 
forces of depression in the world at large the most that can be 
gained is a somewhat more favorable redistribution of world 
trade, which in its aggregate continues to dwindle. A similar 
question is raised by the area of the disturbance. If one or 
two nations are pushed off the gold standard, they can perhaps 
improve their international trade positions by the processes of 
currency depreciation, but if all or most nations are pushed off 
the standard their relative advantages from depreciation are 
largely nullified. 

By judicious currency management, which aimed to secure 
a definite devaluation of currency and to prevent progressive 
inflation, such countries might achieve relief from the burden 
of debts which is the worst consequence of falling prices, and 
by improving their domestic business conditions they might 
contribute to world betterment. England is engaged upon 
such an experiment at present, and so far the results have 
apparently been favorable; but they are more visible in her 
domestic production than in her foreign trade. Exports have 
expanded very little, and the decline of imports seems to have 
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been more in response to her successive tariff increases than to 
depreciation of sterling in the foreign exchange markets; in- 
deed had the latter worked effectively the former would have 
been less necessary. The effect of sterling depreciation upon 
prices appears also to have been very moderate. Prices have 
at no time risen more than ten per cent, which is much less than 
in proportion to the fall in sterling, and in the most recent 
months prices have been declining, though more moderately 
than in gold standard countries. The chief advantage of the 
drop in sterling thus far, apparently, has been in the return 
of confidence and the relief from international strain in the 
British money market. 

The chief weakness in England’s new position probably 
lies in the instability of the exchange market. It is difficult 
to keep exchanges stable when they are not tied together 
through being tied to gold. The foreign exchange control 
fund provided for in this year’s British budget may make some 
interesting history. Lack of stability is always the great 
difficulty of depreciated currencies; there is the ever-present 
danger that the cumulative processes of an uncontrolled and 
uncontrollable inflation may get under way. Under conditions 
like the present, people are tempted, sometimes, to welcome 
even that. But there are more orderly and more controllable 
processes of credit expansion. I favor as heartily as does 
Professor Rogers the present program of open-market opera- 
tions by the Federal Reserve Banks. 

From the world point of view, it is not probable if we make 
proper adjustments now, that we shall soon again have to 
face international disturbances of such magnitude and of such 
uneconomic origin and character as have been witnessed since 
the war. The world’s monetary problem is how to make the 
best reconciliation possible between external and internal 
monetary stability without sacrificing either unduly to the 
other. Granting that the chief emphasis already is, and must 
be, upon central bank management, it seems probable that the 
gold standard still provides the best general framework within 
which management can function effectively. The logical end 
of the evolution of credit management, and the only real hope 
of solving the problem of monetary instability, would seem to 
be closer codperation of central banks looking toward some 
form or degree of super-national management. 
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ing from excessive stocks, subnormal consumption and 

low prices. As the recent prosperity drew to a close, 
over-optimistic ideas of consumption stimulated production and 
created excessive productive capacity. As depression deepened 
and consumption fell, curtailment of production lagged and 
stocks accumulated. Burdensome stocks, restricted demand 
and general pessimism finally have brought prices that in some 
cases fail to cover out-of-pocket costs of production. 

Whether raw material industries are suffering more than 
industries in closer touch with consumers is debatable. But 
it does seem true that production of raw materials is not as 
quickly adjusted to current demand as that of more highly 
manufactured goods. Agricultural commodities that are pro- 
duced in yearly crops, and metals that require months to pass 
from ore to refined products, have an inertia in respect to pro- 
duction that increases difficulty of adjusting supply and de- 
mand. When, in addition to this inertia, raw materials are 
made subject to uneconomic schemes for maintaining prices, 
the results, as in many present instances, are likely to be 
lamentable. 

Current depression in raw material industries has, of course, 
a most seriously depressing effect on countries producing these 
raw materials. The Latin-American countries, for example, 
over-borrowed during prosperity and are now beset with fiscal 
difficulties, depreciated exchanges, and adverse trade balances. 
Study of Professor Williams’ excellent book on Argentine 
International Trade under Inconvertible Paper Money sug- 
gests that in redressing these trade balances, the major effect 
will come from reduction of imports rather than expansion 
of exports. It also suggests that the process is likely to be a 
slow and difficult one, which will be reflected in the business 
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that manufacturing countries can do with the more extractive 
countries. 

However, one should guard against being too pessimistic 
over the outlook. Progress, even if delayed, is being made in 
readjustment of supply and demand. Production is being 
brought in line with current low levels of consumption and 
prices have now fallen to levels which tend to destroy pro- 
ducers’ illusions and promote decisive action. No general 
betterment in position of these industries can be expected until 
business begins to revive and consumption to improve; but it 
may be just as well to remember, when we are feeling particu- 
larly gloomy, that past business recessions, like the rain, always 
have ended. 

While the worldwide depression is the broadest influence 
affecting these industries, it is far from being the only im- 
portant factor that has operated to produce present distressing 
conditions. Many of these industries were ailing long before 
the onset of depression. Rubber producers did not share recent 
boom prosperity. They were suffering from too much stabi- 
lization and too high prices at an earlier date. Chilean nitrate 
producers have struggled ever since the war from competition 
created by war-time stimulus to synthetic nitrate. The iron 
ore and coal industries, Professor Finley has pointed out, 
rather suddenly became adult at about the time of the war, 
when their rate of growth settled down to only that of the 
population and profit margins narrowed. In the case of 
coffee, it was apparent by 1928 that Brazil’s stabilization 
scheme of 1925 was stimulating production and piling up 
stocks that were bound to bring disaster. In the case of wheat, 
enlargement of productive capacity in the Americas and 
Australia during the war, followed by Russia’s return under 
Soviet planning to a major exporting position, caused redun- 
dancy long before climax of recent prosperity. Sugar pro- 
ducers, too, have found hard going ever since about 1925.* 
The depression developed previously existing weaknesses to 
the full; but these weaknesses no doubt reflected economic and 
political influences that contributed to the onset of depression. 


1An excellent summary of efforts to stabilize many of these important 

commodities may be found in the chapter on “Attempts at Economic 

Stabilization,” in The United States in World Affairs by Walter Lippmann 

and Wm. O. Scroggs, published by The Council on Foreign Relations, 1932. 
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In most instances, producers of raw materials have attempted 
to combat the depression and prevent decline in prices of their 
commodities. They have attempted this in a variety of ways, 
as by codperative or enforced restriction of production, by 
organization of marketing schemes, and by securing tariffs or 
restrictions on imports or exports. In few instances have in- 
dustrial leaders appreciated the function of price in adjusting 
supply and demand and promptly sought to lower prices to 
economic levels. In these few instances, producers have not 
been able to avoid shrinkage of consumption; but they have 
minimized accumulation of stocks and so will be rewarded by 
quicker improvement in prices when consumption turns. 

Of producers combating price declines, only two successful 
instances come to mind. The price of nickel has been main- 
tained at twenty-seven cents in Canada and thirty cents in the 
United States, duty paid. Virtual monopoly in production of 
nickel by the International Nickel Company has made possible 
this price maintenance, notwithstanding reduction in consump- 
tion approximating seventy-five per cent. In passing, it is 
perhaps fair to state that the Nickel Company followed an 
intelligent price policy during the period of prosperity, not 
attempting to realize the highest price possible, but one at 
which rapid expansion in uses could be obtained. 

Sulphur is another commodity that has withstood the price 
decline. Production of brimstone is in the hands of relatively 
few producers, two companies and the Sicilians accounting for 
over ninety-five per cent; and new sources of supply were not 
made available during the prosperity. It is also worth noting 
that there has been no advance in the price of sulphur since 
1926. 

The case of copper is interesting as revealing the futility 
of attempts to abrogate the law of supply and demand and 
the shortcomings of attempts at codperative control. By forma- 
tion of Copper Exporters, Incorporated, under the Webb- 
Pomerene Act, in 1926, a codperative selling agency was 
created, in which the Union Miniére du Haut Katanga joined 
with American producers. For a time, price policies were 
conservative; but during final prosperity, the price was ad- 
vanced to eighteen cents. It even touched twenty-four cents; 


but as demand for copper weakened during the summer of 
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1929, the eighteen-cent level was established. It was main- 
tained until April, 1930. 

This high bid for additional production did not go un- 
answered. Belgian and Canadian mines continued to increase 
their operations; financing and equipment of newly found 
mines in northern Rhodesia were hastened. Attempting to 
maintain the price, United States producers not only curtailed 
operations, but accumulated stocks, meanwhile turning over 
a larger share of the market to Belgian and Canadian pro- 
ducers. After the collapse of the eighteen-cent price, United 
States producers attempted to secure codperation in curtail- 
ment from foreign producers; but found that their previous 
tactics had put them at a disadvantage in negotiations and 
continued to bear a disproportionate share of the burden. 

The curtailment put into effect after conferences at New 
York in November, 1930, proved inadequate. An abortive 
attempt for further curtailment was made in May, 1931; and 
renewed conferences toward the end of that year resulted in a 
fresh reduction, which once again quickly proved inadequate. 
A further cut in output is being made this spring, which is 
designed to reduce the output of codperating producers to 
twenty per cent of efficient equipped capacity. Meanwhile, 
attempts to arrive at stricter codperative marketing schemes 
have failed, due to diversity of interest with regard to stocks 
and to differences in financial condition and capabilities. 

During the whole period of business recession and of efforts 
at codperative curtailment, stocks of copper rose almost with- 
out interruption. In 1931, up to and including September 
(after which time publication of statistics was discontinued) 
stocks of refined copper, as compiled by the American Bureau 
of Metal Statistics, increased by 113,000 tons. For 1930, the 
corresponding increase was 196,000 tons. This slackness in 
readjusting supply and demand cannot be blamed on a collapse 
of consumption. When compared with such metals as iron 
and nickel, copper consumption has held up well and is still 
at a rate over half that of the peak year 1929. Unfortunately 
this rate corresponds to only twenty-five per cent, or less, of 
present efficient equipped capacity. 

The slowness in readjusting supply and demand pretty 
clearly has been due to obstruction of the natural decline in 
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price. Six-cent copper a year earlier would have avoided a 
year’s accumulation of stocks. Even when producers realize 
that a price is purely nominal and that little can be sold with- 
out forcing a sharp recession, they still cling to hopes of 
improvement and delay taking needed steps to revise opera- 
tions. The whole system of codperative curtailment tends to 
divert attention of the individual producer from the best 
management of his own business. He is likely to delay tak- 
ing steps to reduce production or to shut down properties be- 
cause of possible trading values in the next negotiation. He 
also is misled by hope that the next negotiation will result in a 
better price. In the end, the producer who is most anxious to 
preserve price lands up with large stocks of product and a 
depleted cash position, if, indeed, he has not acquired debts. 
He finds himself weak at the critical time and realizes that he 
has strengthened his competitors. Contemplation of the last 
few years’ experience in the copper business does not 
strengthen one’s belief in codperative planning and manage- 
ment for an industry as against free action of the law of supply 
and demand. 

An interesting contrast to the copper experience is furnished 
by the lead industry. Here the price was allowed to sink 
rather promptly, and while earnings are as bad as in the case 
of copper, accumulated stocks are smaller. Recuperation, 
after business revival starts, should be quicker. 

In tin, the problem of control was simpler than in the case of 
copper, partly because tin is not produced in the United States. 
Progressive reductions in production were prescribed by the 
International Tin Committee, which has worked in codpera- 
tion with the governments of tin-producing districts, the 
governments enforcing export quotas. Accumulation of ad- 
ditional stocks during the past year has been avoided, but the 
decline in price has proceeded. 

In the case of petroleum, practically none of the recent diffi- 
culties can be attributed to disappointing consumption. The 
latter continued to increase until the present year; and the 
current decline is very small. Economic trouble in the oil 
business was started by the post-war illusion that only ten 
years’ supply of oil existed. High prices stimulated explora- 
tion and invited large amounts of capital into the business. 
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Natural decline in price was resisted, finally by introduction 
of proration, under which system a great supply of drilled-up 
oil underground was added to stocks above ground. 

Finally, early last year, discovery of a great new East Texas 
field and its rapid development glutted the market. Oil 
dropped to five or ten cents a barrel in East Texas, and de- 
moralization became so intense as to cause a most unusual 
development. State authorities in the Southwest exercised 
military power to close oil wells and restrict production in 
order to force higher prices. Quite possibly certain steps taken 
were illegal, but they were supported by public opinion. 

The existing oil situation is thoroughly artificial and offers 
the interesting spectacle of somewhat radical state authorities 
coéperating with large oil companies to restrict production and 
maintain prices. If control remains firm enough and prices 
are kept moderate enough, the system may prove workable— 
at least temporarily, or until the prorated supply of oil has 
been reduced. However, it is worth noting that only dis- 
astrously low prices brought the present arrangement into 
existence. 

One is tempted to conclude that the position of most raw 
material industries has been worsened during the current de- 
pression by attempts at codperative control. The difficulties 
inherent in these attempts are many: they include the difficulty 
or impossibility of securing adhesion of all or substantially all 
producers to the control scheme; diversity of interest between 
different adherents to the scheme; the general illusion created 
in the minds of many producers by hopefulness; lack of reso- 
luteness and decision in meeting a changing situation; and the 
pretty general desire to maintain an uneconomic price which 
operates to defeat the curtailment. Offhand, one would assume 
that leaders of an industry would be best able to judge its 
position and needs; but experience suggests that the integrated 
interests of all consumers and producers— not to mention 
speculators—as registered in a free market, furnish the best 
means of control. One is reminded of the economic dictum 
that no man or group of men is wise enough, let alone dis- 
interested enough, to fix prices for an industry. 

Certainly the industries and companies that grasped quickly 
the significance of the change in the business outlook, and 
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acted promptly to readjust their operations, have saved them- 
selves losses and embarrassment and are in position to enjoy 
an earlier recovery of earning power. Those that resisted the 
economic tendency now can realize that one should either sell 
what one produces at the price the market provides or produce 
only what one can sell. The law of supply and demand con- 
tinues to operate in expression of the interests and actions of 
all the people and without regard to the conceits of individuals; 
and the longer it is defied the worse is the eventual wreckage. 
In a very real sense, the severity of the present depression is 
an expression of the collapse, at long last, of the multitude of 
schemes devised during the post-war period to secure profits 
greater than were justified by the existing economic situation. 
One may venture to hope that the coming decade will see less 
illusion as to ability to fix prices according to desires and better 
appreciation of the function of price as the adjuster of supply 
and demand. 
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TARIFFS AND THE MOVEMENT OF GOODS 


WILLIAM ORTON 
Professor of Economics, Smith College 


seriously whether international trade as we have 

known it in the past can be expected much longer to 
continue. During the past decade the movement of goods in 
world commerce has been subject not merely to more serious, 
but to more frequent and more vexations interruptions than 
ever before; while at the same time the export market has be- 
come not less but more important to almost every country: 
owing, among other things, to the inflation of every major 
branch of productive activity. The plain and emphatic warn- 
ings of the bankers’ mainfesto in 1926 and the World Econ- 
omic Conference of 1927 have proved powerless to stay the 
development of this dangerously paradoxical situation. Since 
those warnings were issued we have witnessed the failure of 
no less than seven major international efforts to clear the 
channels: the two League conferences of 1927-28 for abolish- 
ing arbitrary obstacles to trade; the three conferences of 
1930-31 on the tariff truce; the Austro-German customs-union 
scheme of March 1931, embodying the open-door principle; 
and the Danubian States four-power conference in London of 
April, 1932. Not without reason did Mr. Runciman remark, 
in introducing the British tariff proposals to the House of 
Commons, that “ The Government had for some time past 
found that appeals against the raising of foreign tariffs were 
absolutely useless. Since the resolutions of the World Econ- 
omic Conference not one of the signatory countries has made 
the slightest attempt to carry them out.” 

It is not alone the increasing level of general tariffs, especi- 
ally since 1928, that forces itself upon our attention; there is 
the increasing resort to other methods of obstructing import 
trade. In the forefront of such methods is the quota system, 
of which France has recently been giving a startling demon- 
stration to American exporters. Then there is the license 
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system, applied also by France to such basic commodities as 
coal, coke, lumber, sugar, dairy produce and fish. None of 
the western nations is innocent of the charge of indirect inter- 
ference with foreign commerce. Sanitary restrictions, em- 
bargoes, consular regulations, stipulations as to marks of 
origin and branding, differential transport rates, the interpre- 
tation of dumping laws, classification of cargoes or con- 
signments — all these devices add to the difficulty of doing 
business, and in so far as they are matters of administrative 
rather than legislative action, add perhaps even more to the 
uncertainties of the situation than do the tariff schedules them- 
selves. They also leave the foreigner in an even weaker 
position for protest than he is in regard to legislative tariff- 
making. But it must be added that if American business men 
now find the Europeans a little hard of hearing, the United 
States in 1930 turned no very sensitive ear to the rumblings 
coming from the outer world. Unfortunately such deafness 
proves contagious. 

The level of international trade, according to the statistics of 
the National City Bank, stood in January of this year at from 
35 to 40 per cent of the 1929 level by value. There is no 
point in asking how much of this is due to the world depres- 
sion as distinct from the effects of the universal tariff war; the 
two factors are not separable. It is true that there have been 
certain financial influences making for a world credit inflation 
since 1923 which can—and indeed must—be corrected apart 
from the trade situation altogether. But there have also been 
abnormal influences at work directly upon the trade situation, 
rendering a stable position impossible. Foremost among these 
we must place the pressure in the export field arising from 
political rather than economic causes. There is the case of 
Russia, debarred—whether rightly or wrongly—from access 
to the principal financial markets of the world, and therefore 
forcing her exports in order to acquire current purchasing 
power for imports at present essential to her industrial recon- 
struction. Then, and more important, there is the pressure 
of the debtor nations to acquire and maintain foreign balances 
for transfer in the face of a closed world market. So long as 
this necessity exists—and Mr. Stimson has denied all likeli- 


hood of the Hoover moratorium being prolonged—export 
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prices cannot possibly be other than demoralized. No tariff 
on American imports can in the least degree arrest this 
demoralization of export markets; on the contrary, the tariff 
vastly accentuates it. England, Germany, France, Belgium, 
Italy do not enjoy the sacrifices involved in this forced under- 
selling of the American exporter. Germany in particular did 
not relish the ten per cent cut in all expenses of production, 
including interest rates, that she forced through last December. 
European powers do not adopt low standards of living because 
they prefer them. They accept them because they must at all 
costs endeavor to undersell one another and the United States 
so long as the pressure of political obligations injects its 
extraneous influence in the economic area. 

The political factor is, however, not the only one standing in 
the way of normal economic intercourse. There has been 
since the war no reasonably adequate correlation between the 
investment of capital and the prospect of profitable commerce 
in the goods produced. The fact is patent when we consider 
the dilemma now facing the investors who sent eighteen bil- 
lions of American dollars to earn abroad during the foreign 
investment boom. The willingness of the public to buy 
securities—perhaps we may say, the willingness of the bankers 
to sell securities—took no sufficient account of the obstacles and 
uncertainties that would be involved when it came to disposing 
at a profit of the results of the investment. The fact was 
repeatedly noted, so far as Germany was concerned, by Mr. 
Parker Gilbert. It was therefore unfortunate, from the Ameri- 
can point of view, that America by reason of her own policy 
was not in a position to give a lead in the only direction that 
could render her vast foreign investment really secure. And 
until America is in such a position it is probably useless to 
expect any widespread improvement in this respect. 

This lack of correlation between capital investment and 
trading prospects is enhanced by every new phase in the inter- 
national tariff war. The export of capital to Europe was 
after all based fundamentally on a natural development of 
production and trade. We have now to reckon with a much 
more doubtful export of capital. The new investment of well 
over two billion dollars in the last two years made by American 
manufacturers in the establishment of foreign plants and 
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subsidiaries in Europe and in Canada raises a fresh problem. 
Such a development—perfectly natural as a short-run policy— 
can perhaps snatch a temporary advantage in the abnormal 
circumstances which have called it into being. But how much 
advantage must it secure, and how long will it take, to recoup 
the original outlay and pay a reasonable rate of return thereon? 
Consider too that a very large part of this investment (in so 
far as it arises from the tariff situation and not from trans- 
portation costs) represents an economically unnecessary dupli- 
cation of the world’s fixed capital. Does it not seem as though 
the final crisis might come from the growing insecurity of 
capital even sooner than from the arbitrary depression of the 
standards of mass consumption which tariffism imposes ? 

We may pursue this argument into the field of domestic 
industry itself: for the lack of adequate correlation between 
industrial development and the international trading prospects 
obtains there also. The American export percentage of pro- 
duction is in most fields relatively small. In normal times— 
so far as we can talk about normal times—it stands at about 
one-sixth of agricultural production and around one-tenth of 
total manufactures by value. Certain important classes of 
goods, of course, run much higher. In 1925 about 30 per 
cent by volume of American wheat production was sent abroad, 
58 per cent of the cotton, 35 per cent of the tobacco, 48 per 
cent of the copper, 20 per cent of the agricultural machinery, 
and soon. But these percentages do not tell the whole story. 
Their importance varies, firstly, according to the elasticity of 
supply, and secondly, according to the relative size of the 
fixed charges upon production. In the agricultural industries, 
where supply is distinctly inelastic, and in heavily capitalized 
manufacture where the financial overhead is very considerable, 
even a small export percentage, or small variations in the ex- 
port percentage, may make all the difference between profit 
and loss. The public is beginning to realize this in regard to 
agricultural production. It becomes increasingly important 
in regard to manufacturing production also, on account of 
the continual growth in size of the financial structure. 

A very significant consequence ensues, which we can see at 
work in several of the industries which operate under inter- 
national cartels. The primary aim in practically all these 
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cases is the preservation of the domestic market from the com- 
petition of the other members. Then with some measure of 
stability, and frequently price-pegging, in the domestic field, 
the export quotas are allocated and export sales are made 
primarily in order to take up the slack of productive capacity. 
The result so far has been, broadly speaking, to lower rather 
than to raise export prices, since export prices are set on the 
by-products principle rather than on an inclusive cost basis. 
Thus, for example, the German members of the international 
steel cartel have found it more important to maintain capacity 
by manipulating export prices than to keep those prices at an 
independent level of profit. The same thing has been true 
of Canadian newsprint reaching London, of copper at certain 
periods, and of several other commodities for which it is 
possible to maintain differential home and export prices. 

How far such action should come under the scope of anti- 
dumping laws is a very debatable question. But it has an 
interesting consequence in regard to foreign trade. It may 
be no disadvantage to country B to receive the cut-price 
exports of country A. But in so far as A is concerned, the 
cut-price exports obviously do not create as large a volume of 
foreign exchange to buy B’s goods as would otherwise be the 
case; and if B’s goods are essential to A’s industries, A may 
find the course of exchange running against it despite an in- 
crease in the volume of its exports. This will particularly be 
the case if B’s exporters are trying to make a separate profit 
on their export trade, and pricing their goods accordingly, 
while A’s are not. Country A may in fact be led into imposing 
restrictions on its imports in the interests of its gold reserves. 
Whether it does so or not—all the more if it does—what 
actually happens is that B’s exporters are forced into the 
downward movement of export prices, even to non-remunera- 
tive levels ; and it thus may come about that a considerable part 
of the foreign trade of both countries, taken in itself at the 
international prices, is insolvent. 

A situation of this kind—which deserves fuller study than 
it has yet received—obviously introduces an extreme instability 
into the world situation which must affect not merely foreign 
but domestic trade also. And there is every reason to suppose 
that situations of this kind are on the increase, arising in re- 
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spect of both agricultural and manufactured production. In 
such cases no amount of foreign credit injected into the 
domestic money markets can permanently arrest the inter- 
national demoralization. 

Only one thing can be said with any certainty in regard to 
this and other factors obstructing the course of trade: the way 
out—if there is a way out—must involve some form of inter- 
national consultation or agreement. The tariff is not in fact 
a domestic issue, and politicians who insist on treating it as 
such are merely fooling themselves and their constituents. On 
the other hand, the experience of the last five years has given 
little hope of major results following upon general conferences ; 
and the upshot—openly admitted by both the League and 
Great Britain—is that the less ambitious road of bilateral or 
trilateral negotiations must be followed for an indefinite time 
to come. This method, however, raises in an acute form the 
question of most-favored-nation agreements. Especially it 
calls in question the claim of the United States to unconditional 
most-favored-nation treatment, backed as that is by the vindic- 
tive retaliatory clauses of the Hawley-Smoot tariff. If every 
time any two powers move a step on the road back to inter- 
national sanity they are to be regarded as “ discriminating ” 
against this country, and confronted with the demand of the 
United States for the lowest terms they give each other, with- 
out any quid pro quo, the eventual result can only be a con- 
certed defiance of this country’s position. Experience since 
1927 shows conclusively that an unconditional most-favored- 
nation policy cannot be pursued with either fairness or success 
in total disregard of the respective levels of duties of the 
nations concerned. The State Department has in the past been 
rather fond of quoting the latter part of the third of Wood- 
row Wilson’s Fourteen Points in defense of its position— 
namely ‘“ The establishment of an equality of trade conditions 
among all the nations.” It is high time to remember the first 
half of that same sentence as Mr. Wilson announced it: ‘‘ The 
removal so far as possible of all economic barriers.” Is it 
too much to hope that a nation traditionally concerned with 
liberty as well as with equality will see, before it is too late, 
the wisdom of giving the world a lead toward the recapture of 
its lost freedom? 
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CHAIRMAN Moon: Our speakers * have set before you four of the 
major factors in the present economic situation. It is now our 
opportunity to criticize, to question, to examine what has been said 
and to attempt to put these various factors into a composite picture, 
into a reasonable synthesis. 

Precisely because the topics which have been presented are so many 
of them controversial, we have allowed rather more time than usual 
for discussion. I will call first on Dr. B. Haggott Beckhart, Pro- 
fessor of Banking, Columbia University. 


PROFESSOR B. Haccott BeEcKHART: I find myself in very com- 
plete agreement with the last speaker. Foreign trade totals over the 
past three years have declined by something approximating forty 
per cent, somewhat more in the case of the United States and some- 
what less in the case of France and of Great Britain, somewhat more 
in the case of the raw material countries, and somewhat less in the 
case of those countries producing manufactured goods. 

Despite this very large decline in foreign trade totals, the nations 
of the world have been busily engaged in adopting policies of further 
trade strangulation. Inconsistent and self-defeating though the 
policies are, every effort has been made to reduce imports on the one 
hand and to increase or to maintain the volume of export trade 
on the other. 

The result has been a further acceleration of the downward move- 
ment. The last speaker pointed out that tariff barriers have been 
established or raised in many countries. He also indicated that for 
fear the tariff barriers might not be fully effective, various countries 
have established quotas for different classes of imports, and this has 
been particularly true of France and Belgium. 

One of the motivating factors in the case of France has been an 
increasing differential between import and export trade. The ad- 
verse balance of commodity payments was becoming larger. France 
had to import a considerable quantity of cereals last summer by 
reason of the failure of the French wheat crop. This increasing 
differential between the export and the import trade of France led 
France to adopt a quota system, with the result that there has been 


1 An abstract of the discussion at the close of the First Session. 


2James Harvey Rogers, John H. Williams, Franz Schneider, Jr. and 
William Orton. 
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a substantial decline in imports received from the United States and 
in imports received from Great Britain. 

Other nations have imposed rigid foreign exchange controls so that 
importations and exportations are impossible without the consent of 
the government concerned. This is particularly true in the case of 
Germany and Austria. It is not believed, however, that these for- 
eign exchange controls have been fully effective. It is said, for 
example, that the Austrian schilling is subject to a twenty per cent 
discount in the illegal trading which prevails. 

Other countries have abandoned the gold standard in order that 
the differential existing between the internal and external values of 
their currency might have a further effect in stimulating exports and 
retarding imports. This has been true in the Scandinavian countries. 

The British Treasury has attempted to maintain the external value 
of the pound at a low level in order that the differential between 
the external and internal value might persist for as long a period 
as possible to give added stimulus to British trade. Of course, that 
differential cannot continue for long in the absence of inflation 
at home. 

In short, during the past few years state control over foreign 
trade has been substituted for the price controls of competitive capi- 
talism, with the objective always in mind of reducing imports and 
of expanding exports, which for the world as a whole becomes a 
reductio ad absurdum. Ata time when debtor nations are struggling 
with the problem of debt payments, further barriers are thrown in 
their way. Nations are being swayed by illusory short-run policies, 
which are expensive now, and likely to prove more expensive with 
the passage of time. 

Beginning with the Treaty of Versailles and continuing thereafter, 
the world has persisted in the adoption of policies which would in- 
evitably result in the present débacle. The Treaty of Versailles, 
itself, balkanized Central Europe and engendered an intense spirit 
of nationalism which has found expression in trade restrictions and 
trade barriers. To revert now to conditions approximating those of 
twenty years ago along the Danube, as has been suggested by the 
proponents of a Danubian customs union, seems to be impossible. 
In the interim Austria has developed her beet sugar and wheat in- 
dustries, and the Austrian producer now asserts that he cannot com- 
pete with the beet producer of Hungary. Also in the meantime 
Hungary has developed her textile industry, and Czechoslovakia her 
electrical industry, and the manufacturers assert that in the event of 
free trade within what once constituted the Austrian Empire the 
Hungarian textile producer could not compete with the textile pro- 
ducers of Austria. Nor could the electrical manufacturers of 
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Czechoslovakia compete with the electrical manufactures of Austria. 
Therefore to establish a Danubian customs union seems a political 
impossibility. 

In addition the Treaty of Versailles levied a heavy annual tribute 
to be paid by Germany. Not since the Romans levied tribute on 
the Egyptians, had there been exactions of such magnitude, but 
the Romans always permitted the free entry of wheat from Egypt; 
whereas when the nations levied tribute upon Germany they imme- 
diately erected tariff barriers to make it as difficult as possible for 
Germany to pay reparations. 

The tribute was somewhat lightened by the Dawes and Young 
plans, though the burden of the Young Plan has increased greatly 
by reason of the decline in commodity prices. 

If little progress has been made by way of solving or settling the 
reparations question, it is largely by reason of the attitude of this 
country on the matter of the inter-Allied debts. 

It was hoped by the Micawber-like politicians of the world that 
the burden of reparations and debt payments would be considerably 
lightened by reason of an expected secular growth in foreign trade; 
but how the expectation of a secular growth in trade was to be 
reconciled with the adoption of trade barriers has never been 
explained. 

That the breakdown did not come sooner was due to the huge 
volume of capital exports from the United States. The capital 
exports of the United States from 1924 to 1929 were in part a 
reflection of the easy money or inflationary policies followed by the 
Federal Reserve banks. ‘They enabled Germany to meet her repar- 
ation payments by borrowing from America; they enabled America 
to maintain its export trade despite its creditor position and its 
tariff policies. The capital exports camouflaged the underlying 
factors in the situation and did so by engendering widespread in- 
flationary conditions, which have made the world crisis all the more 
severe when it occurred. 

Capital was exported in many instances, as we all well know, 
without thought as to the capacity of the debtor nations to repay 
or the productive or non-productive use of the capital employed. 
Investment banking houses laid emphasis on the commissions to be 
secured through the flotation of securities. In some cases they 
resorted to unethical practices to secure the business of underwriting 
foreign issues in order to obtain the commissions to be derived 
therefrom. 

A consequence of all these policies is now reflected in the present 
price quotations prevailing on foreign bonds, which presage a heavy 
loss on the part of the American investor. In view of the practices 
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employed by our investment banking houses, not only as regards 
foreign issues but also as regards domestic issues, I think one might 
very well raise the question as to the desirability of some form of 
social control over investment issues. The world has attempted to 
control the volume of commercial credit through the discount rate 
policy and through the open market policy of central banks. Just 
as the world has attempted to control commercial credit, so the 
world might attempt to control investment credit. At least, we may 
conclude that the losses suffered by American investors on foreign 
issues will make them very reluctant to buy further issues in the 
future. 

When the interest rates prevailing in the stock market became 
such through 1929 that foreign debtors could no longer borrow on 
long-term account, use was made of the short-term money markets. 
Through 1929 Germany in particular made use of the acceptance 
market. When borrowings on short-term account were no longer 
possible, debtor nations were forced to ship gold until the dwindling 
nature of their gold reserves forced an abandonment of the gold 
standard, and defaults on the interest and principal on foreign 
obligations resulted. 

In other words, while the inflationary character of the huge 
capital exports from the United States did suspend for a time the 
fundamental factors at work in the international trade situation, they 
did have the ultimate effect of making the crisis all the more severe. 
The breakdown would have come sooner and probably would have 
been less acute. For a creditor nation to export huge amounts of 
capital, to be followed by a complete cessation, is to invite the very 
situation from which the world suffers at the present time. In the 
erratic nature of its capital exports, America must share a large 
measure of responsibility for the international breakdown of the gold 
standard. 

International trade, I think, might be restored if the principles 
of competitive capitalism were allowed free play. This remedy 
would involve recognition of the fact that tariff and trade barriers 
must be removed, that price-fixing schemes, subsidies and subventions 
must be abandoned, and that economic spheres of influence must be 
eliminated. Foreign debts must be written down substantially. On 
the basis of the freer trade obtained, a gradual return to the inter- 
national gold standard could be made, and the torn fabric of inter- 
national finance rewoven. 

It is, however, probably too much to expect that mankind will 
follow enlightened policies of this character even though in the long 
run they would redound to its advantage. More likely is it that 
the present crisis will tend to accelerate the movement towards state 
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capitalism. In the economic treatises of the future the period from 
the close of the Napoleonic wars to the outbreak of the World War 
will receive emphasis as that in which the principles of private 
capitalism attained fruition. In the past decade or more, in different 
nations, and with varying degrees of intensity, the principles of 
private capitalism have been discarded for those of state capitalism. 
One of the difficulties in the present situation is that we appear to 
be in the transitional period between the eras of private and state 
capitalism. This circumstance may account in some measure for the 
present dilemma in national policies. Nations are not willing to 
abandon trade restrictions, i. e., to revert to the principles of private 
capitalism, nor are they ready to adopt well-knit cohesive programs 
of state control. 

Assuming then that a return to a régime of freer trade is an im- 
possibility, it is probable that the nations of the world might group 
themselves in the future into various economic units. Trade be- 
tween these units would be on a barter basis. Foreign trade and 
the exportation of capital would be under the strict control of the 
state. Nations would divert their energies inward, and be forced 
to develop programs of economic development. The international 
gold standard as it was known in the nineteenth century would cease 
to exist. 

I believe that this type of state control, of state capitalism, is likely 
to emerge from the present situation unless the nations of the world 
are willing to approach international economic problems in a con- 
ciliatory and codperative spirit, which seems quite unlikely at the 
moment. 


CHAIRMAN: Our discussion is to be continued now by Mr. Peter 
Molyneaux, editor and publisher of The Texas Weekly. 


MR. PETER MOLYNEAUX: Quite naturally my approach to a matter 
of this sort will be a little different from that of most of the speakers 
whom you have heard today. With us in Texas these problems are 
very practical every-day problems. For example, I dare say it will 
startle you if I tell you that in Texas one family in every three, 
approximately, lives on a cotton farm, and that ninety per cent of 
their product must be sold outside of the United States. Do not 
misunderstand me. Of course, we do not export ninety per cent 
of all American cotton, but normally about sixty per cent of that 
must be exported. To use a very popular phrase, it “ burns us up” 
when we hear gentlemen declaring that we only export ten per cent 
of our production, and that the recession in foreign trade has not 
disturbed our business to anything like the extent that people believe, 
or that, as the President has said more than once, we can achieve a 
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great measure of recovery independent of the rest of the world. We 
know better than that in Texas; that is, some of us do. 

It is an interesting fact that the history of the entire South has 
run almost counter to the history of the North and East. If there 
were time, an interesting interpretation could be put on all of our 
history in view of that fact. The South did not abandon its colonial 
relation to Europe with the Declaration of Independence and the 
adoption of the Constitution, but continued it up to the Civil War, 
in the sense that more than eighty per cent of the cotton produced 
by the slave-holding and slave population of the South prior to the 
Civil War was sold outside of the United States. Up until this very 
moment cotton is produced partly for export, and in Texas we 
produce it primarily for export. 

Now, as I say, we have been hit very hard by this situation, and 
we can see no recovery independent of the rest of the world. 

Before the collapse of world trade occurred, cotton was going 
along as well as any such commodity could. Of course, prior to the 
war the balance of trade was being affected by the income from the 
American securities owned abroad. Now understand, I know it is 
not so simple as that, but for our purposes that is a perfectly true 
statement. Then during the war we shipped to Europe enormous 
amounts so that over a period of five years we had a favorable com- 
modity balance of something like $18,000,000,000, and our problem 
was—aside from that unpaid trade balance—how could we resume 
selling to Europe, when the war closed, twice as much as we bought 
from it under these new conditions? For a little while it seemed 
impossible. In 1921 cotton dropped from forty cents a pound to 
something around fifteen cents, or very low in any event. But what 
happened, of course, was that we started on a period of buying 
foreign securities, of exporting capital. Then when the Wall Street 
boom attracted the capital away from foreign investments, we had 
the inevitable collapse. 

That is not a comprehensive explanation of what happened, but 
for all practical purposes it is what happened to us. 

Now we are facing some very definite problems in the matter of 
cotton, and it is not merely an industry that is involved; it is prac- 
tically a people. There are six million people, at least, in the South 
who depend entirely on cotton for a livelihood. 1 mean they pro- 
duce cotton. There are at least six million more whose purchasing 
power is practically determined by it. That, my friends, although 
it is very difficult to make Eastern industrialists understand it, is a 
very big factor in the economic set-up of the United States, and you 
cannot disturb it without disturbing at the same time the economic 
situation of the United States. 
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How are you going to explain the action of fourteen Texas mem- 
bers of Congress—representing a population who depend on foreign 
trade more than any other population represented at Washington 
when that vote was taken—who voted against ratification of 
the current moratorium? Why? Simply because the public mind 
of Texas is not yet aroused to the realization of the absolute depen- 
dence of Texas on foreign trade. 

I was very much struck Monday upon reading the declaration of 
Dr. Butler about this situation. If there is anything needed in this 
country now, when we see the spectacle of a presidential year with 
no outstanding candidate in either party, Democratic or Republican, 
speaking out clearly on these questions, when these are the questions 
on which our very future depends, on which our very livelihood 
depends, the thing that is needed is a very definite and very active 
plain-speaking on such matters as this. 

We are facing the proposition as to whether it is possible to con- 
tinue our foreign trade in the light of the difficulties that are in our 
way today. That is a very big question to us. There are some 
advocates in this country of a policy of self-sufficiency. Until very 
recently it was the expressed policy of the Administration; it may 
still be. But self-sufficiency to the cotton-growing industry means 
to cut its production in half. When you have a commodity being pro- 
duced by six million people in little units, that means creating an 
enormous unemployment problem because you cannot over night, you 
cannot in a short period of time, even take half of the people em- 
ployed in one industry and find other work for them. We are asking 
whether we can go on. 

We want to raise the standard of life in the South. We want to 
bring the standard of life up to the great American standard which 
we heard so much about before 1929, but it may be questioned 
whether we can even maintain such standards as we had in the 
past, in view of the present world exchange situation that has re- 
sulted primarily from such great exports of capital from one country 
to another. 

Fundamentally that situation remains. After you reform the 
tariffs and after you cancel the debts, you still have the investments 
abroad; you still have the income from those investments abroad 
flowing in the opposite direction from what used to be their course 
when we were selling our cotton outside of the United States 
regularly with readiness. 

If I can contribute anything to this discussion, it is this: It is a 
very striking fact that during January and February cotton con- 
stituted, in dollars and cents of course, more than 23 per cent of 
all American exports as compared with something like 14 or 15 
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per cent during 1928. It had been declining steadily before then. 
Prior to the war it was something above 25 per cent. 

Now that may indicate the direction in which we are going, that 
and the investment of American capital in the establishment of fac- 
tories and branch factories abroad by manufacturing industries of 
the United States which formerly exported goods. I think that we 
are inevitably headed toward what is known as an unfavorable trade 
balance, which is a very misleading term. But it is possible to do an 
enormous foreign trade even with an unfavorable trade balance. 

When we achieve the maximum of the possible international 
coéperation in removing barriers and restore whatever basis is 
possible for the reconstruction of international credit, we may, in 
plain language, make it possible for other nations to buy cotton 
and certain other things that they need a little more than most things. 

I dare say many of you are familiar with Dean Donham’s thesis 
that America must withdraw from the exporting market. I believe 
that a great many manufacturing industries that do not depend 
primarily on foreign trade will help the situation very materially 
if they will get out of the foreign market so that foreign nations 
can buy some things they need more than most things. 


CHAIRMAN: The meeting is now open for discussion from the 
floor. 


Mr. RALEIGH RiFE (31 Nassau Street, New York): One of 
our speakers here today in discussing our heavy overseas invest- 
ment of capital has indicated that this is something new in world 
economic history, and that the American public would never in- 
dulge in it again. 

I would like to go back to 1825, when the Erie Canal started 
the great internal development in the United States spreading to 
the Ohio River and ‘the lower Mississippi Valley. That was 
financed by Great Britain. Great Britain after the Napoleonic 
Wars began her great first overseas investment of capital. The 
panic of 1837 wiped out, it seemed almost over night, a good part 
of the British investments in the United States. Default after 
default took place almost immediately. We had a balanced budget 
in the United States. We had a surplus. We were getting ready 
to distribute that surplus among the various states, and yet the 
collapse came. It was not felt immediately in Great Britain, the 
creditor nation, the exporting nation, but two years later the Bank 
of England began to feel the pressure of gold, and from 1839 
on for about three years there was a succession of bank failures. 
I think some sixty banks in England failed in that period of time. 
That sounds a good deal like our recent history in this country. 
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There is the parallel of the new creditor feeling the repercussion 
of the temporary failure of its overseas investments. But did 
England stop? She went on pouring money into the development 
of the United States in the seventies and on through the nineties, 
and I presume even after 1900. 

Just remember the history of the British export of capital and 
see how many times they did it over and over again, and yet the 
wealth of Great Britain that was built up with some of that 
capital opened the way for great expansion of world trade and 
commerce. 

While I am usually as pessimistic as any person here today, I 
wish to express this one thought, that the world economic oppor- 
tunity for growth and expansion is relatively as large today as it 
was in 1815. We are just opening up the great continent of 
Africa with railroads north, south, east and west, and that continent 
is rich in natural resources and larger than the continent of North 
America. The development of Africa is going to be just as im- 
portant a factor in the next fifty or one hundred years as the de- 
velopment of North America was in the last. 


Mr. GARDINER H. MILLER (ex-President of the New York 
Cotton Exchange) : Mr. Molyneaux mentioned a subject very close 
to my heart—cotton—a business in which I have been engaged my 
entire business life, which extends for thirty-nine years. I have 
listened to some of the addresses here and have not heard a single 
remedy proposed for our troubles except inflation. I believe, gentle- 
men, that democracy is on trial. I believe that the most of the evil 
consequences of the war resulted from ‘too many cooks” at 
Versailles. They did not know their own minds, and the result 
was a compromise. . . . I think it is high time that the people who 
have brains should get together and make our government do what 
we are all doing, that is economize. It is high time to stop these 
lobbies down in Washington. This business of $2,400,000,000 going 
to veterans is ridiculous. The labor lobby, the farm lobby, what 
are all those people doing? We are not going to get out of our diffi- 
culties if we do not eliminate these lobbies, so that we may maintain 
the credit of the United States on a sound basis, and on an honest 
basis, so we can pay our debts. 


CHAIRMAN: Mr. Finlay would like to know how Texas can sell 
her large and increasing production in the face of the fact that the 
other parts of the world are increasing their production and supply- 
ing their own wants. 
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Mr. Mo.tyNneAvx: It is not strictly true that they are increasing 
their production. They have increased their production in recent 
years and in the last fiscal year more foreign cotton was consumed 
by the world than American cotton. But quite the opposite is the 
situation this season. There are shortages in most of the other 
cotton-growing countries. India itself is importing American cotton. 
Japan is getting more than twice as much American cotton this year 
as it did last, with a large increase last year over the previous year. 
As a matter of fact, if it had not been for the Oriental countries’ 
consumption of American cotton this year, we would be in much 
worse shape than we are. 

If it were true that other countries are increasing their production, 
in the long run I would rather have them capture our foreign trade 
if we can divert our economic activities to maintaining a decent 


standard of living rather than competing with them in the foreign 
market. 


Mr. CHARLES F,. DE GARRAHL (White Plains, New York): I am 
just going to express one word of sympathy with the gentleman who 
spoke about racketeering and grafting, and I have a suggestion to 
make. That is, that we start attacking the bears in Washington, 
that we follow that group which is undermining the whole American 
nation from beginning to end, the grafters and racketeers. 


CHAIRMAN: Mr. Mazzini Lapolla would like to inquire of Pro- 
fessor Rogers: Would not the adoption of international bi-metallism 
solve the problem of a falling-off of the world’s gold supply? 


PROFESSOR ROGERS: There is no doubt that the introduction of bi- 
metallism even in this country alone, if the ratio of silver to gold 
were made low enough, would enable us to get rid of our depression 
difficulties very, very rapidly. However, I am not sure that we could 
maintain bi-metallism as such if we made the ratio very low, or low 
enough to pull us out extremely rapidly. We would probably find 
that we were on a silver standard instead of a gold standard. I 
think, too, there are many difficulties which come out of this par- 
ticular type of inflation scheme, as out of most of the others. 

My opinion is, however, that unless our Federal Reserve authori- 
ties expand credit sufficiently greatly—and that means very greatly 
at the present time—there is much evidence that some sort of drastic 
inflation measure may be before us very soon. This is one of them. 


PROFESSOR RoyAL MEEKER (New Haven, Connecticut): Ladies 
and Gentlemen: I was impressed by a remark made by Professor 
Seligman at the beginning of this very illuminating conference. He 
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spoke of the two schools of economic thought, one of them advocat- 
ing as a cure-all for depression tackling the money end of the game, 
and another school of thought advocating tackling the problem from 
the side of commodity production control. 

I want to emphasize the fact that no matter what each individual 
may call himself, he is necessarily a member of both schools, and he 
cannot help himself. I want to emphasize as far as possible the 
need for reversing the present policies of regulation of trade, inter- 
national and domestic, and regulation of production. Inevitably, 
such regulation affects the whole schedule of prices. We do thereby 
affect the standard of living, consumption, trade and production. 
If, on the other hand, we start with inflationary or reflationary or 
anti-deflationary measures, tackling the currency-credit angle directly, 
we reach the same result. We do affect the price schedule. We do 
affect consumption, trade and production. 

Now, obviously, the more practical method of attack is the one that 
Professor Rogers has outlined. I am wholly in accord with his 
mode of attack, but I would like to emphasize the difficulties in the 
way. Frankly, Professor Rogers, I don’t believe that if we had 
free and unlimited coinage of silver it would pull us out of the pit 
we have digged for ourselves very, very rapidly. I don’t believe it for 
a minute. I don’t believe that if the Federal Reserve system at this 
late stage of the game should increase credit, expand the reserve 
funds in the possession of the member banks and of other banks to 
an incredible degree, it would pull us out of the pit very, very 
rapidly. We have gone too far. 

The orthodox economic vicious circle has developed into a male- 
volently diabolical circle. Bankers are scared to lend, and they 
could not lend if they would, because the business man is too scared 
to borrow, and he could not borrow if he would, because the banker 
in turn is so scared that he won’t let a dollar escape from his till, 
not at the point of a pistol. The circle is a malevolent, diabolical 
one. It will be a long, slow process, this process of breaking the 
circle and transforming it into an upward spiral. Oh, it will come, 
of course! Great Britain and many other countries have passed 
through deep depressions and they have recovered. We shall re- 
cover, all right enough. ‘The question is how many of us will be 
alive when the recovery comes. ‘That is the whole question; it is 
a question of hanging on. 

As I see it, we must induce the Federal Reserve system to expand 
credit. We must work on the regulatory end at the same time. We 
can’t divorce the two. We must, if necessary, almost compel pro- 
ducers to borrow and to start the machinery of production going 
again. We must almost compel people, if necessary, at the point 
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of a pistol—I am exaggerating now, but you won’t mind that—to 
consume in order to start the machine going. 

This liquidation process does not liquidate. That is the trouble 
with it. The more we pay, the more we owe. I have just finished 
a computation of our debts. It is a rough one, to be sure—mostly 
guesswork, but that is what economists and statisticians are for. 
Leaving out of account the total book credits, the total personal 
loans from individual to individual, the pawnbroker leans, etc. as 
beyond even the pale of the economic-statistical guesser, I have 
estimated that in 1929 all other indebtedness in the United States 
amounted to about $214,000,000,000, or something like that. The 
total indebtedness, now, in dollars, I have estimated at approxi- 
mately $180,000,000,000. That is a decline in dollars, please 
note, but not in identical dollars. The decline in dollars is about 
16 per cent. What is the decline in the real debt? There is no 
decline. The dollar since 1929 has become a dollar and fifty-three 
cents approximately, that is the business dollar, and that is what 
we are talking about. Thus an apparent decline of 16 per cent is 
transmogrified into an actual increase of 30 per cent. All our pinch- 
ing and scraping and economizing has brought about only an appar- 
ent decline of 16 per cent and an actual increase of the debt burden 
by nearly one-third. And the liquidation process is still going on. 
The more we liquidate the heavier becomes the burden of debt. If 
we keep on liquidating, what is the ultimate outcome? We are 
going straight towards the standards of living so eloquently advo- 
cated by Mr. Gandhi of India, the goat milk diet and the loin- 
cloth wardrobe standard ! 

I have an idea that the process of liquidation will be stopped, 
partly by Mr. Rogers’ method, partly by the method of really 
inducing captains of industry to forget the racketeers in Washington 
for a moment and concentrate upon their own business, namely, 
captaining industry. That is the business of the business man. If 
they will get busy and give us a workable program of production, 
of trade, of consumption, we can start the slow process of getting 
out of the depression ; otherwise we are going right on to lower and 
lower standards of living. It is very important that we should stop 
right now. Many of us have economized to the bone, and if we 
have to economize much longer, we shall be wiped off the map. 


PROFESSOR RoGeERS: Since the remarks of the last speaker seem 
to be addressed particularly to me, may I simply tell a story, which 
will confirm to a very considerable extent what Professor Meeker 
has just said. At one of the big investment houses, a few days ago, 
I was talking with the gentleman in charge of obtaining information 
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on concerns who come in for refinancing. One such concern was a 
very well managed public utility corporation that had been financed 
since its birth by this particular investment house. The president 
asked for refinancing of a bond issue which was coming due. He 
was refused, as is practically everyone who applies today. Then 
the bank official raised the question: ‘‘ What are you going to do 
about it?” 

“T will tell you what I am going to do about it because I am 
already doing it,” he replied. ‘“ All improvements have been auto- 
matically eliminated. We have been making improvements every 
year, but this year they are eliminated completely. Many improve- 
ments that we have usually charged to maintenance are likewise 
automatically eliminated. We have fired everybody that we could 
fire. We expect in that way to save enough cash to meet a consider- 
able portion of this refinancing. The rest of it we hope we can 
borrow from a bank.” 

That situation is becoming very general in American industry 
because of the fact that the big accumulation of refinancing—not 
new financing but refinancing—cannot be met. Someone has super- 
ficially estimated that the absolutely necessary refinancing may 
amount in the next two years to more than $600,000,000 a month. 

Notice that refinancing is different from new financing, and that 
a comparatively small amount of funds will take care of it; but 
until we can get a bond market that will at least take care of re- 
financing, we cannot even stand still; the liquidation must continue. 

The scheme that I have been proposing for almost two years now 
is that the Federal Reserve Banks use their powers of expanding 
credit. This credit would come automatically to the banks very 
quickly. In a period of liquidation like the present one the banks 
are meeting continual drains of currency and losses of reserve. The 
indicated solution, it seems to me, is to give them cash. They are 
given cash by Federal Reserve purchasing of bills and government 
securities. ‘The explanation is very simple: The central institutions 
purchase a government security from me. I take the check which 
the Federal Reserve bank gives me and deposit it in my bank. The 
funds come to the bank, and it has that much increase in reserve 
at the Federal Reserve bank. If the Federal Reserve banks buy 
from the other banks, the latter get the funds directly. In other 
words, funds are put out to the banks; and if any conservative credit 
policy can stop this disastrous liquidation, that will do it. I do not 
say that it is the only credit measure that will do it; there are other 
measures, wild inflation measures, which will likewise do it. 

I agree with Professor Meeker that the banks will not lend freely. 
They are virtually on strike at the present time. They will not lend 
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to many borrowers because the borrowers under present conditions 
are not credit-worthy. If, however, funds are pushed out continually 
and in sufficient quantity to the bankers, the normal lenders, I hope 
that they will still be willing to invest in some sort of high-class 
bonds. In this way may be started first a high-grade bond market, 
which will take care at least of much refinancing, and as things go 
on perhaps provide for more and more new financing. 

I am not convinced that the Reserve banks can apply this 
remedy rapidly enough to cure the malady now, although since the 
passage of the Glass-Steagall bill they have very great power of ex- 
pansion ; that is, they could expand the basic credit, the reserve of 
the member banks, to a literally huge amount without endangering 
their own liquidity. Assuming no further loss of gold and no un- 
precedented volume of hoarding, they could expand these reserves 
at least two and one-half billion dollars and thus provide for a loan 
and investment expansion of more than twenty billion dollars. 
Moreover, they will not have to expand them nearly so far before 
banks, one after another, will begin to buy securities and make a 
bond market which will take care at least of refinancing. 

In the absence of this Federal Reserve action, I think that we 
should expand irrespective of the gold standard. The penalty of 
inaction might be worse than departure from the standard. I think 
we can expand sufficiently on the gold standard, but I am in favor 
of expanding even if it takes a discarding of the gold standard to 
make it sufficient. 


Mr. JAMes A. Futton (McKeesport, Pa.) : Our favorable trade 
balance, amounting in a peak year to four billion dollars, has been 
dwindling away until it is practically mi/. Our imports and exports 
are just about equal, with the prospects apparently favoring the 
imports to outstrip the exports for the year 1932, unless there is 
prompt action to forestall such result. In 1931 both exports and 
imports of goods decreased in value, as compared with the preceding 
year ; the exports by $1,418,990,000, and the imports by $970,801,000. 
We unanimously regret the export drop of last year. Any further 
recession of exports this year would be considered as continuing and 
aggravating the breakdown of last year. But how about the import 
factor of our world trade? In 1931 we imported less than in the 
preceding year, but the drop was a favorable, not an unfavorable 
happening, from our viewpoint. In some degree it furnished an 
antidote for the injury arising from our lessened exports. If it 
were certain that the volume of imports would be further reduced 
this year, a vast majority of our people would be profoundly grateful. 

We want the favorable and not the unfavorable balance of trade. 
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We would keep our exports up and our imports down. We should 
frankly proclaim such desire and purpose. 

It is folly to expect any amicable world-wide agreement or 
action upon trade matters, for the present self-interest of nearly 
all nations prompts them to seek and strive for the favorable balance, 
which quite obviously cannot be secured by all. 

The natural basis for international trade is for the nations to 
sell to each other in an amount equal to supply the natural and 
unavoidable deficits in the production or capacity of each other. 
This natural and beneficial basis is almost wholly ignored in the 
prevailing methods of world trade. Nations use almost every known 
trick, subterfuge and opportunity to force vast volumes of super- 
fluous and unwanted goods upon each other, to the detriment and 
possible disruption of the home production, capacity and well-being. 

It is a travesty for our nation, or any nation, to be importing 
anything that its people are ready, anxious and well-equipped to 
produce for itself and of which it already may have a surfeit. 

It would clarify the situation and quickly produce a much more 
cordial world-feeling if each and all of the nations (with the United 
States leading the way by its own independent action) would flatly 
bar out unwanted goods, competing with home production, and give 
easy entry to the goods it needs or desires but which it is unable to 
produce, by reason of climatic or other obstacles. 

Our most vulnerable point is in the fact that we are now the 
great creditor nation, to the amount of twenty or twenty-five billions 
of dollars. The return or liquidation of the creditor balance, in 
goods, as it was mainly created, is one of the storm-clouds hovering 
over the nation, threatening our best interests. Our government, 
when it insists upon or collects its foreign claims, is potently work- 
ing for the reduction of our exports and the increase of our imports. 

From the standpoint of our general welfare, it would be a hundred- 
fold better to strike the entire creditor balance off as a total loss to 
its public, corporate and individual holders, by cancellation or any 
other method, than to permit its return through imports. 

The most available method of surely preventing such destructive 
return of the creditor balance is by fixing our tariff rates high enough 
to be practically prohibitive, except upon such non-competing articles 
as we desire but cannot produce. 
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REPARATIONS AND WAR DEBTS? 


ALANSON B. HOUGHTON 


President of the Academy of Political Science 
Former United States Ambassador to Germany and to Great Britain 


“ Reparations and War Debts.” No subject, it seems 

to me, could possibly be more timely or, if I may say 
so, is in greater need of clear elucidation. The distinguished 
gentlemen who have consented to address us this afternoon are, 
of course, in themselves an assurance that the discussion will 
be authoritative and useful. 

Before introducing them, however, may I say just one word? 
It has been my fortune during the past eighteen months or 
so to travel more or less about the country and to meet a 
number of audiences and to talk about this particular question 
with a great many individuals. The net result of that experi- 
ence has led me, contrary I suspect to what seems to be the 
prevailing view, to believe that public opinion in regard to the 
disposition of the war debts has not yet focused or reached a 
final decision. I am strongly of the opinion that the question 
is still wide open, is still capable of decision. I am strongly 
of the opinion also that our people taken as a whole are not 
demanding impossibilities or seeking to make any settlement 
which disregards underlying realities. Naturally, differences 
of opinion among them exist. Some of them seem content to 
assume that inasmuch as certain nations owe this nation money, 
they should pay it. Some of them, plenty of them, on the 
other hand, recognizing the difficulties and the complications 
of payment, are urging that the debt should forthwith be 
cancelled. But so far as my own observation goes—and I 
recognize of course that it is limited—I do not believe that our 
people yet have come to accept either of these extreme 
positions. They may yet accept either, or they may prefer 


TT": subject put down for consideration this afternoon is 


1 Presiding officer’s introductory remarks at the opening of the Second 
Session.—Ep. 


[51] 


52 THE CRISIS INWORLD FINANCE AND TRADE [Von XV 


some middle course, but at the moment at any rate—and this is 
what I wanted particularly to stress—I believe their minds are 
still open. Therefore, I really welcome the opportunity given 
us to hear speakers who are so competent to advise us, and I 
hope sincerely that the discussion this afternoon may be of 
genuine service to our people in what I am certain is their 
wish—to reach a settlement of the war debts which will be 
fair and just to all the great nations concerned. 
[52] 


THE NEED FOR A NEW APPROACH TO AN 
OLD PROBLEM 


FRANK ALTSCHUL 
Of the firm of Lazard Fréres, New York 


DEEPLY appreciate the opportunity that has been 
| afforded me of addressing this distinguished gathering 

today. We meet to discuss this subject in the midst of 
a profound world depression. That reparations and war 
debts have contributed to the disturbed economic condition in 
which the world finds itself today, I am sure no one will ques- 
tion. The payments which they involve are themselves un- 
related to any purely economic movements, either of goods or 
of capital. Some believe that the abnormal influences which 
these payments have set up in world trade are in large measure 
the cause of the catastrophic fall in commodity prices, with all 
the dislocation this has entailed. Others argue that the fall 
in commodity prices, which has so greatly increased the burden 
weighing upon debtors, furnishes in itself the reason why 
reparations and war debts have assumed the importance that 
they admittedly have today. 

Regardless of where the truth lies between these two views, 
it seems to me that there is one thing on which we can all agree. 
I believe one can fairly state that the question of reparations 
and war debts has constituted, and still constitutes one of the 
major continuing causes of disturbance in the post-war world. 
It has poisoned the political and undermined the commercial 
relationships between nations. In the political field, the desire 
to collect has given rise to constant discord, where harmony 
was essential ; similarly, in the commercial field, the attempt to 
pay has led to a forced and unnatural competition to which 
world markets have until now been unable to accommodate 
themselves. 

To just what extent these factors have been responsible for 
the present troubled state of the economic world must remain 
largely a matter of opinion. If we are to understand the prob- 
lem in its true proportions, however, I think we must turn our 
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attention for a moment to some of the aspects of the economic 
landscape which forms its general background. Much evidence 
of a statistical nature can be adduced to support the statement 
that we are experiencing a disturbance more violent in char- 
acter than any other similar one in modern economic history. 
And behind this statistical material there lurks an appalling 
picture of human misery and suffering. Unemployment in our 
country has reached an incredible total, variously estimated 
between six and eight million. This condition finds its 
counterpart in all leading industrial countries. Countless other 
millions live in constant fear of finding themselves forced into 
the ranks of the unemployed; in many quarters despair is 
growing; dread and apprehension, to say the very least, are 
on every side. That sense of personal security which until 
recently was so widespread and so agreeable a feature of our 
American life is rapidly vanishing. 

The breakdown in the machinery of commerce and industry 
has gone so far that it threatens a breakdown in morale. Con- 
fidence has given place to distrust. Nations, no less than indi- 
viduals, eye one another with suspicion. We have lost faith 
in our neighbors. We are in danger of losing faith in our- 
selves. On every side, one hears the question asked: “ Is this 
just another crisis like so many of the past, or is it perhaps the 
prelude to a disruption of the social order, possibly a symptom 
of the decay of a civilization? ” 

It was inevitable that such intense confusion in the economic 
world should have violent repercussions in the world of 
politics. One of the most significant of these has been the 
ever-widening spread of a spirit of intense economic national- 
ism. The new burdens which depression has fastened upon 
nations have led them to turn more and more to experiments 
in the direction of nationally protected economies. As prob- 
lems became more difficult of solution in an international sense, 
it was only natural that attempts should be made to deal with 
them, in so far as might be, along national lines. If one failed 
in the search for a formula to permit one to join with one’s 
neighbors in averting a common disaster, possibly one could 
devise a method of avoiding, for oneself at least, its severest 
consequences. 

Some such general consideration lies at the roots of the post- 
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war history of protective tariffs. That these perfectly logical 
measures of defense have not been attended with the success 
that was expected of them is evidenced today in every in- 
dustrial country by the spectacle of millions of men, safely 
entrenched behind tariff barriers, searching in vain for the 
work that these barriers were supposed to provide. 

There was a time—not so very long ago—when many of us 
would have contended that a complete and final readjustment 
of reparations and inter-Allied debts would, in itself, have 
proved sufficient to arrest the downward sweep of economic 
events. Today the depression has deepened to such an extent, 
and so many complicated forces have been set in motion, that 
I believe it would be rash to ascribe any longer to the solution 
of this one problem the qualities of panacea. On the other 
hand, it seems to me quite clear that, without fear of being 
fairly charged with exaggeration, one may still confidently 
voice the opinion that no recovery is likely to take place, or in 
any event to make any great degree of progress, while this 
issue remains unresolved. It is on this account that it has lost 
none of its fundamental and far-reaching importance. 

Now, why is this problem one of such extraordinary diffi- 
culty? Why does it constitute an issue with which great 
democracies have until now struggled in vain? Why has it led 
merely to a series of compromises, no one of which has proved 
to be a solution? 

The answer would seem to me to run somewhat along these 
lines. The amounts at stake appear very large, and they easily 
assume for the man in the street an importance out of all rela- 
tion to the part which, in most instances, they actually play in 
national budgets. The mere fact that the payments in question 
affect budgets at all, quite regardless of degree, has led from 
the start to their becoming in each country matters of violent 
internal political controversy in which questions of national 
pride, prestige, and purpose soon became involved. Thus, an 
economic problem exceedingly complex in its nature, requiring 
the most dispassionate judgment of enlightened statesmanship, 
with ramifications leading far beyond national boundaries, 
was, in every country concerned, early thrown into the arena 
of party politics. 

As a result, the broader aspects of the issue gradually be- 
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came more and more obscured. In each country there de- 
veloped a tendency to over-emphasize increasingly considera- 
tions of a purely domestic nature at the expense of a more 
international view. And so, policies gradually crystallized 
which, while in themselves diametrically opposed, represented 
in each instance no more than the honest interpretation of a 
sincere and deep-rooted national conviction concerning the 
equities at stake. 

Leaving England out of the discussion for the moment be- 
cause of the special position which she assumed at the time of 
the formulation of the Balfour principle, the powers most 
concerned are Germany, France and the United States. Ger- 
many and France, in the matter of reparations, and France and 
the United States, in the matter of war debts, have taken up 
positions that appear to be, and maybe are, fundamentally 
irreconcilable; and curiously enough each of these nations, 
purely from its own point of view, is clearly and essentially 
right. 

Let us examine the German thesis. The reparations clauses 
are not only based upon a more or less generally admitted 
violation of the spirit of the pre-Armistice agreement, but they 
flow from the sole-war-guilt theory of the Treaty of Versailles, 
which the world outside of France has by and large long since 
abandoned. Notwithstanding this—they say—under pressure 
of impelling necessity, Germany has already made huge pay- 
ments on reparations account. These payments were made 
during a period in which a new generation has been growing 
up—a generation that played no part in the events which led 
up to the war—a generation which played no part in the 
negotiations (if such they can be called) which resulted in the 
Treaty of Peace. This new Germany is rankling under a 
sense of crying injustice, and it finds in the reparations clauses 
of the treaty, materially modified though these have been, 
first by the Dawes and then by the Young Plan, the direct or 
indirect cause of all the ills from which the German economic 
body today is suffering. 

Beyond this—they argue — apart from any question of 
theoretical right or wrong, the practical impossibility of con- 
tinuing payments on reparations account has been amply 
demonstrated to the satisfaction of most of the civilized world. 
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Payments, in the last analysis, must largely be made in goods; 
and recent developments in tariff policy indicate that the un- 
willingness to receive is almost as great as the reluctance to 
deliver. In their view, reparations, as we have known them 
since Versailles, are at an end. The only question which 
remains is through what machinery is this situation in fact to 
become recognized in law. To seek such recognition at an 
early date has thus become the cardinal objective of German 
policy ; and from a purely German point of view, at any rate, 
this objective seems fair, just and right. 

The French position is obviously far different. Twice in a 
generation—they tell you—their territory has been subjected 
to invasion by the Germans. They require security for the 
future and reparations for the past. As a result of their 
inability to obtain the approval of the Three-Power Guarantee 
Pact of Paris, they have been obliged to seek security through 
a series of continental alliances, and through a strong military 
establishment. Reparations they seek through an attempt to 
maintain more or less in its integrity the Young Plan, in 
accordance with which France is to receive from Germany 
an amount materially in excess of her out-payments on account 
of inter-Allied debts. 

It would be unthinkable—they say—that the French people 
should have to assume the continuing burden of the interest 
charges traceable to their expenditures for the rebuilding of 
the devastated regions. It would be immoral to suggest that 
they should be called upon to make any payments on account 
of inter-Allied debts which did not find their equivalent in 
receipts from Germany. This question, in their opinion, is in 
no way related to any consideration of a real or fancied 
French capacity to pay; seriously to contemplate such net 
out-payments even for an instant would be to be faithless to 
the memory of those who died at Verdun. 

So, in a word, runs the French argument, and from a purely 
French point of view, it too is clear, logical and right. 

Our own position is equally unassailable. The war debts 
represent obligations willingly and unconditionally assumed. 
They had not, at their inception, and have never since been 
accorded by us, any official connection with reparations. 
Reparations is strictly a European question, resulting from a 
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European war, over European issues, in which in spite of our- 
selves we became involved. We have made with France a 
generous settlement, taking into account her capacity to pay, 
which, parenthetically, since the date of the settlement has 
apparently materially increased. To cancel or, to any con- 
siderable extent, to reduce her obligation to us would merely 
result in fastening to an even larger degree on the shoulders 
of the American taxpayer the burden of a purely European 
adventure. From the point of view of the preponderating 
body of American citizens, this position too, is eminently fair, 
reasonable and right. 

Under these circumstances, in what direction does hope of 
progress lie? Icansee only one. Secure in the knowledge of 
the essential justice of its own position, each nation must come 
to understand that the justice of widely conflicting and diver- 
gent views may be none the less passionately and sincerely 
believed in by others. 

Dangerous as intense nationalism is, when it interferes with 
the natural flow of goods, it becomes possibly even more 
vicious when it impedes the normal flow of ideas. It seems 
to me that, if progress is to be made at all, we shall each of 
us have to abandon our intellectual self-sufficiency, and develop 
in its stead a willingness to import and assimilate foreign con- 
cepts. We must be prepared to deal with others with some 
attempt at understanding their mentality, and their problems. 
Then only can we reasonably expect others to deal with us in 
a similarly sympathetic and enlightened spirit. 

If once this new understanding should prevail, progress 
would, in my judgment, be rapid. We would no longer find 
ourselves committed merely to the task of winning an argu- 
ment, or even of establishing a sacred principle which happened 
to be in conflict with principles equally sacred to others. We 
would be fired with an intense desire to resolve with finality 
this vexatious question, which has so long troubled the world; 
and we all would soon see with striking clearness that each of 
us had infinitely more to gain by arriving at a definitive solu- 
tion, even though it involved a compromise with some of our 
own most cherished ideas, than by continuing to insist on the 
sanctity of purely domestic formule to such an extent as to 
render any solution impossible. 
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When and if we adopt this new approach to an old problem, 
the problem itself will lose at once much of its apparent com- 
plexity. Detailed statistical analyses of what Germany has 
paid to date will cease to have any considerable interest, except- 
ing for historians. It will not matter, for instance, whether, 
or at what valuation, the Germans included in their statement 
of payments effected the fleet which they sank at Scapa Flow; 
or whether their calculations are in accord, or at variance, 
with the arithmetic of the books of account kept by the Repara- 
tions Commission. And the question of the competitive in- 
dustrial advantages of a Germany freed from the reparations 
burden, which has loomed so large in recent discussions and 
which until now has defied any clear-cut statistical analysis, 
will be seen to have little more than theoretical interest. 

Considered in this new atmosphere, matters of pure detail, 
which until now have formed the basis of endless controversy, 
would lose the importance they have hitherto had. The ques- 
tion in its essence would become in fact as simple as this: 
What concessions can each nation bring itself to make in order 
that there may be promptly reached a final settlement, so 
essential to the welfare of all? 

The situation is one which calls imperatively for concessions 
on all sides if success is to be achieved. The views of no party 
to the discussion can conceivably be maintained in their 
entirety. German insistence upon an end of reparations will, 
of necessity, have to undergo modification. A continuing pay- 
ment on their part, no longer designated as “ reparations ”’, if 
you will, but rather as their contribution towards making a 
general settlement possible, is clearly indicated. It is equally 
certain that the French will be obliged to recede from their 
maximum demands. It is obvious that they will be unable to 
secure the equivalent of their out-payments, together with an 
amount substantially as great as the net receipts to which they 
are entitled under the Young Plan. It is evident, too, that 
in some form and to some extent, we, as our contribution, will 
have to re-examine and review debt settlements. 

While I have never been an out-and-out cancellationist, I 
am an ardent advocate of early and of drastic revision. In 
this I know I plead what has come to be considered in our 
country a lost cause; and yet I cannot, on that account, refrain 
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from suggesting how desperately important it seems to me 
that this cause should none the less prevail. Better late than 
never, it is true, but how infinitely better early than late! 

I am convinced that among the European nations there is 
already a far greater recognition of the absolute necessity of 
compromise than as yet is generally supposed to be the case. 
With the return of British initiative, counsels of moderation 
appear at long last to be making real progress. It is just pos- 
sible that, before the summer, accords will have been reached 
in Europe which require nothing but eventual American 
codperation to make them completely effective. 

It seems more likely, however, that if this new spirit is to 
flourish, some early expression by us of sympathy with its 
objectives, no matter how tentative this may be, is all but 
essential. If we could bring ourselves to the point of indicat- 
ing a willingness not to cancel, but to consider with an open 
mind, and if need be, to review; if we could do this in no 
matter what uncertain and non-committal terms in time to 
give heart to the Allied statesmen when they meet in conference 
in Lausanne, I would be full of hope that much good might 
still eventuate. 

What general lines would such a settlement take, you may 
ask? For a moment I shall enter the realm of the imaginary 
and the speculative to sketch merely one of the numberiess 
possibilities which this new attitude would open up. The 
amount of the continuing German contribution would first 
become a matter of negotiation and determination. Once 
determined, it might be expressed through the creation and 
delivery to the European powers concerned of an issue of 
bonds secured on the German railroads, unconditionally 
guaranteed as to principal and interest by the Reich. In order 
that during the period of convalescence the world economy 
should not again needlessly be disturbed, the interest on these 
bonds, in the early years, should be payable, in my opinion, at 
Germany’s option, in Reichsmarks, available to the recipients 
for purchases within Germany only. As I see it, the interest 
on this issue would be substantial in amount, but it would still 
fall materially below the amount of the theoretical net receipts 
of France under the provisions of the Young Plan. 

In addition, if it seemed desirable or necessary, there might 
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be created and delivered an issue of German railroad income 
bonds, which would give creditors of Germany an opportunity 
to share in the future to some reasonable extent in any great 
revival of German trade. 

In view of some such undertaking by Germany, France, 
in the interest of a general settlement, should find it possible 
to abandon any claim to net in-payments, with the exception 
of such interest as might accrue to her in future on her share 
of the German railroad income bonds. Nothing less than such 
an important scaling down of her net receipts would justify 
the sacrifices demanded of others. This would represent a 
material concession from recent French demands, but it seems 
to me an essential one. 

It would then become our task to review the debt agreements, 
in order to bring these settlements, in so far as we reasonably 
and fairly could, into harmony with the general terms of the 
European compromise. This would involve a recognition on 
our part that as a practical matter reparations and war debts 
had of necessity to be dealt with together, even though in 
theory they might remain in our opinion totally unrelated. 
We would thus be obliged not only to modify a point of view, 
but to give this modification concrete expression in the form 
of American financial concessions. In connection with these, 
we might in all fairness, if we wished, exert our influence in 
the direction of progressive disarmament and of the budgetary 
control of armaments. 

The foregoing is of course intended to be no more than 
vaguely suggestive; and in the present temper of American 
political and public opinion, it is frankly visionary and 
Utopian. It ignores many difficulties, and hurdles others; 
and purposely so, for it presupposes an atmosphere of concilia- 
tion, and in such an atmosphere problems which, in the last 
analysis, have become matters of pure arithmetic, will readily 
yield their answers. 

The tangible results of such a program would, I am con- 
vinced, amply justify whatever sacrifices it involved. Repara- 
tions, more than any other single factor, has been in recent 
years responsible for the tension in European affairs. Although 
essentially an economic question, it has probably contributed 
more largely to the development of friction between France 
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and Germany than any purely political issue. To dispose of 
it once and for all would be to facilitate enormously a return 
to the spirit of Locarno. 

Furthermore, if I am right in the opinion that no improve- 
ment is likely to take place or, in any event, to make any great 
degree of progress until the problem of reparations and war 
debts has been finally dealt with, then the most obvious tangible 
result—and this I consider of prime importance—would lie 
in the removal of an insuperable barrier to any prolonged and 
far-reaching world recovery. 

Beyond this, one would only be justified in going to the 
extent of expressing a hope and a belief. Once this new spirit 
of codperation and concession had led to a successful issue in 
a matter of prime concern, it should be relatively simple to 
develop the technique for extending its usefulness. It is 
possible that the related problem of tariffs might next be 
explored, and if in this manner we were successful in correct- 
ing bit by bit some of the mistakes of the recent past, the best 
possible foundations would have been laid for a real attitude 
of hopefulness towards the future. 

What is the alternative to such a promising line of approach? 
It may be that we will continue to look at the problem, not as 
it is, but as we would like it to be. It may be that we will 
continue to adopt solutions today which might have proved 
adequate had they been adopted last month. It may be that 
we will continue to insist on our own views, with scant con- 
sideration for the views of others. Possibly some such attitude 
is inherent in the manner in which democracies function. If 
so, the outlook, I am afraid, must remain troubled and 
uncertain. 

Failing a negotiated agreement, the definitive nature of 
which in the absence of American coéperation it is difficult to 
foresee, there is little likelihood of any early payments on 
account of the German commercial debt, and none whatsoever 
of any payments on account of reparations. The official con- 
firmation of this fact must then, sooner rather than later, take 
the form of an avowed default. What new disturbances, 
politically, economically, and possibly even socially, may 
attend such a development, it is exceedingly difficult to antici- 
pate. Faced with the fact of such a default, is it probable 
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that the inter-Allied debt structure will remain unshaken? I 
doubt it. Will France be able or willing, in such circum- 
stances, to plead successfully her incapacity to pay? I am 
far from certain. And if she is not, will her public opinion 
sanction to any material extent net out-payments? The 
answer is clearly in the negative. One may sympathize or 
not with this mentality ; the important thing is to recognize it. 
And what of Great Britain? She will no doubt make, as she 
has heretofore made, gigantic efforts to meet her engagements 
to the last farthing. Will the world be the better off for 
watching her succeed or fail in the attempt? I am inclined 
to think not. 

This is the sequence of grave uncertainties to which a 
failure promptly to take a helpful attitude would expose us. 
I admit there is little to justify any feeling of hopefulness that 
we can be led to act in time; but at least we should recognize 
and appraise the dangers implicit in delay. And we should 
understand that by inaction we in no sense prevent the inevit- 
able and material downward readjustment of reparations and, 
in all likelihood, of war debts as well. We merely elect that 
this should take place in a catastrophic and destructive manner. 

The world at large knows today that on anything even 
remotely approaching the scale of the unconditional annuities 
of the Young Plan, reparations are atanend. The world may 
learn tomorrow that debt settlements in their present form and 
amounts are hardly more secure. In my opinion the choice 
which confronts us is merely whether they are to be readjusted 
by agreement or through default. Default is a dangerous 
medium in personal and in corporate affairs. It becomes in- 
finitely more dangerous when it enters the financial intercourse 
between nations. It undermines that confidence in contract 
and in treaty on which the security of our social and political 
structure rests. Should it be allowed to occur in connection 
with reparations and war debts it would cause the most intense 
disturbance in international relations, and would everywhere 
accentuate that growing sectionalism which already is so 
seriously restricting human opportunity. 

On this account it is my earnest plea that we at last approach 
the problem of reparations and war debts in terms of realism; 
and that without further delay we cast the full weight of our 
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influence on the side of readjustment by agreement. If we 
fail to do this, we help to subject an already weakened econ- 
omic and political system to a most severe and, as it appears to 
me, a quite unnecessary strain. In this modern world of ours 
it seems the part of folly to contribute in this manner to the 
accumulating forces of disorder. 
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SHOULD WAR DEBTS BE CANCELLED? 


BAINBRIDGE COLBY 
Former Secretary of State 


HE war debts can be cancelled only by the government 

of the United States. They can be repudiated by the 

debtor nations; or paid in part and defaulted for the 

balance; but cancellation can be effected only by the voluntary 
act of the creditor. 

To the question, shall the war debts be cancelled, the United 
States has given its answer. It is an unmistakable negative, 
and while the question “ should they be cancelled”, is perhaps 
not finally disposed of by a refusal to cancel, further studies of 
the ethical, economic and political aspects of the question lead 
to a similar and an inescapable negative. The joint resolution 
by which the House and Senate ratified the President’s action 
of June, 1931, declaring a year’s moratorium with respect to 
debts owed the United States, contained this significant pro- 
vision: 


It is hereby expressly declared to be against the policy of Congress 
that any of the indebtedness of foreign countries to the United States 
should be in any manner cancelled or reduced; and nothing in this joint 
resolution shall be construed as indicating a contrary policy, or as 
implying that favorable consideration will be given at any time to a 
change in the policy hereby declared. 


In a quasi-official memorandum released in Paris on January 
20th of this year, the American position was again stated. 
This memorandum, evidently intended as a notification to all 
concerned, consisted of five declarations: 


1. There is no connection between war debts and reparations. 

2. The European powers must take the initiative on repara- 
tions. 

3. A demand for a new debts moratorium could not obtain 


approval in Congress, and the Senate opposes a cancellation or 
reduction of the debts. 
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4. The United States would look with displeasure on the 
formation of a united front of the debtor nations. 


5. The existing debt arrangements, having been concluded 
separately, can be eventually revised only by separate accords. 


Furthermore, it is announced that the Lausanne conference 
on reparations, originally called for January 18th and now 
scheduled to be held in June, will mot concern itself with the 
question of the allied debts to the United States. Great Britain 
has insisted, and France has agreed, that settlement of the 
reparations problem for them is a matter which is without rela- 
tion to their respective debts to the United States. 

The subject of debt cancellation —i.e. the annulment or 
reduction of Europe’s war-time debts to the United States— 
is therefore no longer a live question. 

The persistence, however, of the belief, which in many 
quarters is doubtless sincere, that there is some defect of equity 
in the American position; that the grievous economic situation 
of the world is due in substantial degree to the existence of 
these debts, and that their cancellation would contribute to a 
restoration of normal world trade, merits attention, although 
the limits of this discussion admit of no more than brief and 
general treatment of these viewpoints. 

Let us recall what these debts are and how they were in- 
curred. Congress passed the first Liberty Loan act in April, 
1917. It provided that the United States government should 
sell $5,000,000,000 of Liberty Bonds to the public, and use 
$3,000,000,000 of the money thus raised to buy bonds of the 
allied governments. The principle on which the act was 
drawn was that our loans to Europe were to be self-supporting 
and never a burden to the American taxpayers. It was there- 
fore provided that any foreign bonds taken by our government 
in payment should bear the same rate of interest as our Liberty 
Bonds and mature and become subject to retirement at the same 
time. The first Liberty Loan was followed by a second, third 
and fourth. 

In none of these transactions did the United States deal 
with the allied nations collectively. Each loan was an in- 
dividual matter between this government and the particular 
foreign nation involved, and each foreign nation signed de- 
mand notes for the amounts loaned to it by the United States. 

[66] 


No. 1] SHOULD WAR DEBTS BE CANCELLED? 67 


The Armistice was hardly concluded, the peace treaty of 
Versailles had not been drafted, when the effort began to 
revise downward the amount of Europe’s indebtedness to us. 
During the peace negotiations in Paris, the British and French 
governments called a conference between the allied nations 
and the United States to discuss the inter-allied debts, with 
a view to pooling them and bringing about either their can- 
cellation or the substitution of Germany as the debtor nation, 
in place of the allied powers, to whom the loans had been made. 
President Wilson refused to participate in any general confer- 
ence on the subject of these debts. He pointed out that they 
had been contracted separately and individually by the allied 
nations and insisted that any arrangement governing their pay- 
ment should be reached in the same manner. The idea of sub- 
stituting Germany as the debtor nation, he rejected, calling at- 
tention to the fact that America neither had sought nor would 
receive reparations from Germany; that it had neither asked 
nor derived any benefit from the war; that it had not acquired 
nor did it desire additional territory; and he insisted and 
always maintained that the debts of the allies had no relation 
to reparations, but rested squarely upon the allies themselves 
and no one else. He also stated that the United States would 
entertain no suggestion of the cancellation of these obligations. 
To this position he adhered throughout his term as President. 
In these discussions Mr. Wilson pointed out that America was 
the only nation which had contracted no war debts except to her 
own people; that cancellation would mean that the allies would 
be relieved of a great part of their debt burden, while America 
would experience no relief at all, as our taxpayers would be 
obliged to pay into the Treasury the full amount of which our 
European debtors were relieved. 

There has been no departure from Mr. Wilson’s position on 
the debts by his successors. The right and duty of this country 
to collect the sums owed to it has been publicly affirmed by ex- 
President Coolidge; and President Hoover, in proposing a 
years moratorium, assured the country that “he did not 
approve in any remote sense of the cancellation of the debts 
to us”’. 

Despite all effort to keep our position on this question distinct 
and free of confusion, the declaration of a moratorium was 
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hailed throughout Europe as an abandonment by America of 
the position it had so consistently adhered to. European 
economists and statesmen, with one accord, announced the 
American debt to be a thing of the past. But such declara- 
tions merely mark the unbroken continuance of the European 
effort to undermine our position as a creditor by every device 
calculated to attain that purpose. Every plea that could be 
invented, every consideration that could be twisted into service, 
has been employed to sustain the continual pressure for 
cancellation, or at least drastic reduction. 

It is undeniably true that, as a people, we still have some- 
thing of the simplicity of children. We fall ready victims, it 
has been said, to the illusions of ethical and humanitarian 
dogma. 

The Balfour note, issued in 1922, which maintained that the 
allied and associated powers were really partners in the cause 
of freedom, and that the debts incurred were really loans made 
not for the separate advantage of particular states, but for a 
great purpose common to all, awakened a noticeable response 
in this country. Even the Columbia Faculty of Political 
Science was moved to declare that in its judgment “the war 
debts settlements were unsound in principle and that our 
advances should be regarded as joint contributions to a common 
cause’, thus echoing the Balfour position. 

The flaw in the Balfour note was that while it aimed to 
abolish the economic and financial problems of reparations, and 
thus to exorcise all the political evils which afflicted the world, 
it placed the entire cost of so doing upon the American people. 
Debts were to be abandoned. The allies were to scrap repara- 
tions, but the American taxpayer was to liquidate the 
transaction. 

The British thesis was much too naive. Its formula — 
abolish reparations, cancel debts and let America pay—was a 
trifle more than this country could stand. While we all wish 
America to be just, and even generous, we are not willing that 
it should be treated as an easy mark. 

The equity of our position has its foundation in the prodigal 
generosity with which we responded to Europe’s cry of distress 
during the welter of war. Our loans were our answer to 


Europe’s appeals for aid, lest she perish. They enabled the 
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debtor nations to purchase food and munitions, to sustain their 
armies in the field and to feed their civilian populations. They 
were made in the face of threatened military defeat and at a 
time when internal civil disorders threatened to engulf and 
destroy the borrowers. 

While we have maintained that the repayment of our loans 
has nothing to do with the collection of reparations, we have 
nevertheless advanced, in private loans to Germany, the money 
with which she has paid all that has thus far been paid on 
account of reparations. What our allied debtors have received 
on account of German reparations, has been derived from 
American loans, and these loans are the source of a large 
proportion of what our allied debtors have paid on account 
of their borrowings from us. When the American investor 
ceased in 1929 to buy German bonds, and the vast stream of 
American loans to Germany stopped, Germany’s payment of 
reparations stopped also. 

The truth of the matter is that Germany has never had any 
intention of paying reparations. Her persistent policy since 
the Versailles treaty has been one of indiscriminate sabotage 
with reference to it. She has resisted all requirements of the 
treaty, so far as she could, and has sought particularly to 
evade its military and financial clauses. With the stoppage 
of American loans, Germany is confronted for the first time 
with the problem of actually paying reparations. She finds 
herself, however, in the favorable position of having involved 
Great Britain and the United States so heavily in her financial 
difficulties, that all she thinks it necessary to do is to threaten 
financial suicide, which she counts upon to bring to her aid 
additional credits, postponements in maturities, and the inter- 
ested endeavors of her private creditors in both Great Britain 
and the United States, to save themselves by lightening her 
public obligations. It is estimated that the loans to Germany 
and purchases of German securities by the United States and 
Great Britain aggregate $4,000,000,000. If bankruptcy should 
now overtake Germany, she feels that she will have sympa- 
thetic and not unpowerful fellow-sufferers. 

It should be borne in mind, first, that it has never been 
proved that Germany could not pay large sums abroad on 
account of reparations, and second, that it has never been 
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established that the essentially generous debt settlements made 
by the United States with her war-time allies exceeded the 
capacity of those nations to pay. Dismissing the question of 
Germany’s paying power, because it does not pertain to my 
subject, I think it can hardly be contended that our immediate 
European debtors have even drawn substantially upon their 
capacity to pay us, to say nothing of exceeding it. 

It is only necessary to refer to the loans made by France to 
foreign countries since the war ended. They total 13,277,- 
000,000 francs, not including a loan to Czechoslovakia of 600,- 
000,000 francs made on January 20th of this year, nor a loan 
of 300,000,000 francs to Finland, nor a loan of 400,000,000 
francs to the Polish railroads. France is reported to have 
loaned Rumania 2,090,000,000 francs, and to Poland, in 
addition to the railway loan just mentioned, the sum of 2,000,- 
000,000 francs has been advanced. France has loaned 770,- 
000,000 francs to Turkey, and 23,000,000 francs to far-off 
China. Can the plea of France, that she is unable to repay 
the money borrowed from us since the close of the war, be 
expected to move us profoundly, in the light of these facts? 

As to the economic consequences of our insistence upon the 
payment of the war loans, much has been said which is errone- 
ous, insincere and misleading. As a matter of fact, the 
troubles through which the world is passing are traceable, in 
hardly an appreciable degree, to the existence of Europe’s war 
debts to us. 

And it should be borne in mind that Europe has paid us 
nothing on account of these debts since January, 1931. The 
rapid accentuation of the world’s financial distress may be said 
to have occurred since that date, a period in which nothing has 
been paid, nothing collected and nothing demanded on account 
of the war debts to the United States. 

In the last year in which any payment on account of princi- 
pal and interest was received, only the relatively modest (albeit 
considerable) sum of $215,000,000 was paid to the United 
States Treasury on the war debts. This amounted to but one- 
half of one per cent of the estimated national incomes of the 
countries which made the payments, and to but 2.7 per cent 
of their annual budgets. They spend more than that for 
almost any other purpose that seems agreeable. For arma- 
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ments alone, they spent eight times as much as they are called 
upon to pay us on war debts account, in other words, $1,800,- 
000,000. From the standpoint of economics the payments 
amount to but 1.1 per cent of the total volume of the foreign 
trade of the debtor countries,—an almost negligible percent- 
age, altogether incapable of exercising a disturbing effect or 
appreciable influence upon world trade. 

Of the arguments urged for a reduction of America’s claims, 
there is one which is capable of differentiation from those with 
which we have grown familiar, and which may be described as 
the plea in avoidance. I refer to the contention that owing to 
the fall in the price level of commodities, the obligations of 
the debtor nations are heavier than those which they assumed. 
There is a degree of validity to this contention at the moment. 
The answer to it, however, is that there are other variables 
which equally deserve consideration, such as the “ capacity to 
pay ” on the part of the debtor nations. 

Take France as an illustration. The France of today has 
a very different capacity to pay than the France of five years 
ago. Then, the franc was worth less than two cents in our 
currency. Its government was hard pressed to meet current 
bills. Today the financial position of France is buttressed by 
a gold reserve second only to that of the United States, and 
still growing as ours diminishes; while her industrial activity 
both at home and in her colonial possessions, which were 
greatly augmented as the result of the war, has made a steady 
progress, which will be continuing. 

Against such inevitable variations are to be reckoned the 
great concessions made by this country in the funding of the 
debts, which today represent far less than the amount of the 
obligations as contracted, and which the borrowing nations 
bound themselves to repay. 

The last gasp of repudiation is the plea that under modern 
democratic conditions, no government which depends upon 
the people for its existence and must rely for its continuance in 
power on re-election by popular vote, can undertake to impose 
upon its people the burden of paying the war debts. It is 
maintained that the debts are identified in the popular mind 
with a limitation upon national independence and carry the 
suggestion of tribute, national inferiority and persecution. 
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As one writer puts it: ‘“‘ No democratic government can live, 
which assumes in the eyes of its own people, the guise of a 
mere collecting agency for foreign creditors”. I can only 
comment that if the good faith of governments is to be swal- 
lowed up in the bad faith of peoples, then the world is due 
for a sad disillusionment. If the pledges of nations, threatened 
with overthrow, have no value; if the confidence shown by 
the United States in the engagements of her European allies 
has no foundation, then what becomes of the hope of trustful 
codperation between nations? 

The dangers that lurk in conflicting national policies, in 
oppression of the weak by the strong, in the threat of invasion 
—take on new gravity if a nation which is unjustly assailed can 
no more look for help in any quarter of the world, for the 
reason that repudiation has displaced honor in international 
relationships. 
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POLITICAL DEBTS OF ALL NATIONS AND THEIR 
RELATION TO DEPRESSED AGRICULTURE 


CHARLES C. ISELY 
Lumber and Grain Merchant, Dodge City, Kansas 


HAT I have to say will be at considerable variance 

W from the thesis that you have just listened to so 

intently, and which has been so splendidly pre- 
sented. Permit me, before I present my own views, to raise 
one question. Senator Shipstead put forward the theory in 
the Senate, the other day, that because European countries 
spent so much for armaments, they could pay their debts. I 
notice a similar thought in Mr. Colby’s argument that France 
has made loans and therefore should pay. I have a friend in 
Kansas who said that if England would not drink any beer at 
all for a year, she, too, could pay. What I fail to understand 
is how abstention from beer, or from making loans, or from 
armaments would help France, or Britain, or Germany to find 
foreign exchange for debt payments. 

I am very glad to §tand here beside the splendid gentleman 
from Texas, who this morning was pleading for a market for 
cotton. I stand here as\a pig and wheat raiser, if you please, 
pleading for a market for\wheat and pigs. 

The price of wheat at Liverpool last summer was the lowest 
that it had been for 300 years. The price in the United States 
is less than it has been since the white man’s agriculture sup- 
planted the crooked stick of the Indians. The unadjusted 
post-war problems, particularly the failure to settle properly 
the political debts of the nations, are the underlying cause of 
farm distress. 

It is said we Westerners are to blame. Stanley Baldwin, 
British statesman, nine years ago, greeting angry newsmen 
before he debarked at Southampton after negotiating at Wash- 
ington the preliminary war-debt agreement with our Debt 
Funding Commission, said that there were financiers in New 
York and statesmen in Washington who understood the fiscal 
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difficulties that confronted the United Kingdom, but that the 
representatives of Western pig and wheat raisers, in Congress, 
would not permit a more generous settlement. 

Being, primarily, a pig and wheat raiser, I called his atten- 
tion to a resolution by the Kansas State Board of Agriculture 
urging a debt and reparation conference, showing that we 
“ Westerners ” were not so ignorant, but that the problem had 
never been presented to the West. I expressed apprehension 
of future difficulties if the settlement were finally ratified as set 
up at Washington. I still say that farmers are not now either 
dense or dumb, but that these problems have never been 
cogently presented to agricultural America. 

Restore farm prices, give the farmer a satisfactory basis of 
operation and all other business will recover speedily, for over 
thirty per cent of the consumptive demand of this nation is to 
be found on the farms. That fact is still not fully apprehended. 

One of our sanest economists, reviewing the year 1923, noted 
that the year was quite satisfactory in spite of the severe agri- 
cultural depression then prevailing and further observed that 
America had grown so great that it apparently could prosper 
even if farm conditions were adverse. Before April and May, 
1924, however, this brightness had turned to gloom. The 
yellow light from the wheat fields of Kansas, in July, dispelled 
the gloom, for the promise of the Dawes Plan opened the 
markets of Germany and the rest of Europe. The temporary 
adjustments of the Allied war debts due to our treasury, also 
aided in relieving the congestion of agricultural products and 
we had five fairly prosperous years on the farm and five years 
of unparalleled prosperity in the cities. 

The farmer is solemnly told that prices for his commodities 
are governed by the law of supply and demand; that the law is 
inexorable; and that he has produced a surplus. He then 
reads of millions in the cities without bread and tens of millions 
in Europe on various restricted rations, and he feels that some- 
thing has abrogated the law of supply and demand. There is 
wheat today in the bins on Kansas farms, harvested in July, 
1931, grown in fields for which the soil was prepared in July, 
1930. If this wheat had not been grown, and if there were no 
accumulated supplies, famine would threaten the world before 
mid-July. Production of the roast beef served on our tables 
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today must be anticipated by the farmer in his breeding opera- 
tions by three years. A manufacturer of farm machinery, on 
the other hand, sometimes makes actual sales of finished pro- 
ducts before going to the iron mine to get his raw ores. In- 
deed, agriculture is less able to anticipate unusual fluctuations 
and has less control over the price of its finished product than 
any other industry. Agriculture, therefore, above every other 
industry, requires stability for its successful operation. When 
farmers receive a profit on their operations they pay their 
obligations and buy the output of our factoriés. Your problem 
then is to give the farmer a fair price and reasonable stability 
and he will be happy and city soup lines will fade into joyous 
lines of shoppers. 

War always provokes dislocation of industry and derange- 
ment of the monetary stability of the nations. It has become 
trite to say that we must expect economic disorder and hard 
times after all wars. We are informed that there is nothing 
to do about it. Farmers, a year ago at farm outlook meetings 
sponsored by the Department of Agriculture, were shown a 
graph showing that there was a thirty-year price decline after 
Napoleon’s wars and a thirty-year price decline following the 
Civil War. Indeed, wars usually have been settled by boundary 
adjustments and political re-alignments without regard to the 
economic maladjustments growing out of displacement of the 
commercial life of the nations. For these disorders public men 
are prolific with plausible proposals that bring no relief and 
that only prolong the agony. Ferrero points out that the 
destruction of the world’s merchant and banker, Carthage, in 
the third Punic War, provoked the hard times in Rome in the 
second century B.C. That depression gave expression to the 
first farm relief and the first dole system in recorded history. 
Unfortunately, politicians from Cato and the Gracchi down to 
date have learned little about the real causes of economic dis- 
orders. But they remember too well plausible fallacies. 

Wars, of necessity, produce price rises and inflation. They 
also produce monetary disorders. Politicians can do nothing 
directly about price levels, but from the time Caesar’s head 
appeared on the coins of Rome until now, politicians have had 
everything to do with the monetary stability of a nation. Our 
constitution particularly charged our Congress with that duty, 

[75] 


76 THE CRISIS IN WORLD FINANCE AND TRADE [Vot. XV 


and congressional monetary tinkering has aggravated nearly 
every period of inflation and depression. 

The trouble with America is that we have forgotten elemen- 
tary economics. We are entranced with the sales talk of 
those purveyors of so-called economic services who measure 
the crest, the dip and the length of the curves of past cycles 
and attempt to forecast the propitious curve of the cycle which 
is to usher in good times tomorrow. Watching the curve of a 
cycle will not cure our economic ills. I note that that clever 
Englishman, Keynes, has recently approved an observation of 
mine made some eight years ago that the world’s major de- 
pression, called the Dark Ages in our histories, lasted many 
centuries. 

A glimpse at past periods of distress, however, will be help- 
ful and does not confirm the thesis that they are periodic or 
move in cycles; on the contrary, they are man-made and can 
be cured by appropriate action. If my old seventh-grade his- 
tory serves me well, the crisis of 1873 followed “ greenback ” 
inflation accentuated by the Franco-Prussian War and was 
liquidated by the unpopular gold specie resumption decision. 
Probably the price declines in 1872 and 1873 were influenced 
by payment of the French indemnity. The 1893 trouble grew 
out of silver inflation, was precipitated by a doubt as to gold 
resumption, was prolonged by free-silver agitation, was ended 
by the unpopular reaffirmation of the gold standard. The 
panic of 1837 followed unsecured state bank currency inflation 
after Jackson had destroyed the National Bank, and wore itself 
out painfully ; recovery in the end was probably aided by the 
gold discoveries in the West. The minor disturbance of 1907 
was geared to a currency stringency which induced us to 
establish the Federal Reserve System. Even Shays’ Rebellion 
was a reflex from continental currency inflation and from the 
disordered state of public affairs with no adequate public 
money of any kind. Hamilton saw it, made it an argument 
for closer federation, and in the 15th Federalist pointed to 
farm distress as he urged votes for the Constitution. That 
sane political economist never stopped his program for farm 
relief until he had consolidated the public debt and had estab- 
lished his National Bank with adequate stable currency. Then 
the farmers forgot surpluses and prospered. These old stories 
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are recited to refresh our failing memories. There were many 
other factors in the equations but we need to keep in mind the 
fact that there is an intimate relationship between periods of 
depression and monetary disturbances. Two of the worst of 
these depressions, in 1837 and 1893, had no war background. 

But false gods are always attractive. Always there are 
those ready to breach the walls if necessary in order to intro- 
duce a wooden horse full of destructive forces. Today one can 
hear the crash of the pick and crowbar loosening the capstones 
on the walls of our economic citadel while others are busy with 
spade and shovel undermining the foundations of our free 
government. 


Almost all the futile proposals can be classed under two 
heads: 


First, inflation plans, schemes to devalue the dollar, includ- 
ing re-emergence of the free-silver idea. 

Second, a plan to create a domestic economy with America 
isolated as Japan was when Commodore Perry stormed her 
gates. This latter plan includes price-fixing for farm pro- 
duce and frantic proposals for crop curtailment, in short, a 
scheme that would sovietize our agriculture and our commerce. 

The World War upset everything. During the two and 
one-half years we remained neutral, our gold stock increased 
over a billion dollars. We also accumulated four billion dollars 
worth of American securities owned abroad. The need to 
check this flow of credit instruments and gold to America, in- 
deed, the imperative necessity to prevent monetary panic in 
the Allied camp, while we prepared to fight, gave birth at once 
to the War Loan Act. In the words of this law, “ For our 
national defense anc for the better prosecution of the war”, 
our Treasury prepared to furnish ten billions of credit to the 
United Kingdom, France, Italy and the rest. 

That statement of purpose is not an economic argument, but 
it isin the law. I don’t know why the politicians put itin. I 
suppose they thought it would sound more reasonable than to 
lend the ten billion without giving any reason. They did not 
lend the ten billion for 5 per cent, nor 3 per cent, nor 2 per 
cent, but they did it for our own national defense and for the 
better prosecution of the war. 

The war over, this ten billions of Allied indebtedness to our 
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Treasury and the reparations assessed to Germany at once be- 
came the problem of the respective parliaments of the nations 
concerned. Being a mere pig and wheat raiser, I have not 
had one peep behind the scenes, but I assume that if the dozen 
or twenty leading and responsible statesmen had had a free 
hand these problems might long ago have been resolved. Not 
so with the politicians in the representative halls of the 
countries involved. They feared responsibility for giving 
away to some foreigners one dime of the taxpayer’s money. 

Always ready to experiment with the monetary standards 
of the United States, our own Congress probably did not per- 
ceive that here was a worldwide monetary disorder disrupting 
the economic security of every citizen of the republic. Here 
was a disaster encircling the planet and reaching into every 
home and into every farmstead in our own land, but they 
apparently did not realize that in their hands lay the greatest 
responsibility to find a solution. Money, a medium of exchange 
and a measure of value, is also a lubricant of commerce. Sound 
money throughout the world would permit business to pick up. 
But the parliaments of the nations have disregarded the re- 
lationship of these intergovernmental debts to world-wide 
monetary stability. In the words of the prayer book, they 
have done everything that they ought not to have done and 
have left undone everything that they ought to have done. 
Naturally there is no economic health anywhere in this upset 
world. 

Permit me to discuss here, briefly, the case of wheat. Wheat, 
more than steel, is the barometer of trade. Especially does it 
reflect farm health more readily than anything else. More 
than any other production on the planet, it is sensitive to world 
currents everywhere. Find a sane remedy for the wheat 
problem and that remedy will be a cure for all farm problems. 

Seven years ago I had a wheat graph prepared. It 
registered supply and demand conditions, reports of drouth 
in Argentine or Australia, excessive yields in Canada and 
Kansas, but it also reflected the murder of Rathenau, the dis- 
agreement of Lloyd George and Poincaré, the failure of 
Briand at Cannes and an expression by President Harding to 
newsmen that we should do something for Europe, which last 
sent the price scurrying upward. But none of these events 
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were coincident with the major wheat-price movements. Later, 
while furnishing some material on war debts to a high school 
debating league, we prepared a gold export and import graph 
and geared it to the wheat graph. We found a rather startling 
relationship between the gold movements to and from America 
and the price of wheat. Indeed, the largest wheat-price move- 
ments invariably occurred without regard to crop news or 
grain shipments. The tragic drop in November, 1920, with 
one of the smallest world grain crops for twenty years, fol- 
lowed the heavy gold movement to America to meet the accru- 
ing Anglo-French commercial loan that was then maturing. 
Germany’s efforts to pay reparations in the fall of 1921 and 
the coincident broadcasting of marks with a heavy gold move- 
ment again precipitated a major wheat decline. By May, 
1922, Great Britain made a first considerable payment on the 
war debts with substantial gold shipments and again the wheat 
price tumbled down. The next payment by the United King- 
dom, in May, 1923, with another abnormal gold movement, 
sent wheat down again. The promise of the Dawes Plan as to 
reparations and the progress of debt-funding agreements call- 
ing for low payments for a period of years, sent gold abroad 
for the first time late in 1924, and early in 1925; and the wheat 
price shot rapidly upward. 

War debts and reparations disappeared from the press and 
from congressional discussion for several years. Our inter- 
national bankers, by loans, assisted in making the payments 
for several years. Occasionally some economist warned that 
there would be trouble when these payments rose to higher 
levels. Farm commodities brought fair prices, not for one 
or two items in the list, but for practically everything. Especi- 
ally was this true in 1928, when the low discount rates at 
Federal Reserve sent gold outward. There was still complaint 
from certain farm organizations, but the vast majority of 
farmers were well satisfied with the prices and conditions 
obtaining. 

Moderately good times on the farm, moreover, were reflected 
in abnormally good times in the cities. The redundant gold 
in America expressed itself in the California and Florida 
booms and finally in the stock-market orgy. In 1929 we 
again drew gold from all the world to supply our high call- 
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money market. Neither Germany nor any other country 
could extract any more gold from our coffers. Our tariff bill, 
unconsciously designed to prevent them from selling us goods 
to meet international engagements, was the signal for the 
similar efforts abroad. The latter were especially set up to 
prevent us from shipping wheat to them. This was only half 
the trouble. The necessity, in the fall of 1929, to make pay- 
ments on reparations forced Germany to sell goods abroad at 
any price. The result was reflected in the sharp down-turn in 
the commodity price curve, first in Germany. A similar price 
downturn soon occurred in the United Kingdom as she paid 
a war-debt installment. 

Agriculture had been observing the stock boom with some- 
thing like amusement. Farm prices were not high. Why 
should we worry? Let the city boys have their fun. But 
the necessity of Germany and Britain to meet war debts and 
reparations set in motion an evil chain of forces that sent prices 
on the toboggan. As to farm prices, the frantic political 
efforts only added to the trouble. Over-advertisement of the 
difficulty and over-emphasis on Russian possibilities drove out 
the speculators and added another weight to the market. The 
unprecedented world wheat crop in 1930, nearly five billion 
bushels, was most inopportune for the wheat farmer. But 
Russia’s enormous crop, after all, resulted in less than 100 
million bushels of exports. For her 1931 crop the exports 
will be much less. It is now evident to those familiar with the 
problems of mechanized agriculture that the Russian experi- 
ment on communal farms is doomed to failure. These mechan- 
icians and farm experts received their training in a book 
written from field notes made in Dodge City by a Russian 
Commission. The intricate farm machines successfully oper- 
ated by mechanically minded, well educated young farmers in 
our West will not lend themselves to the use of communistic 
experts whose mechanical experience has been with nothing 
more complicated than a wheel barrow. I also understand 
that cotton culture abroad has not succeeded in any substantial 
measure. 

Thus our two prime items of export, cotton and wheat, if 
not interfered with by artificial barriers like payments on 
war debts and reparations, can resume approximately their 
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normal position. In a world so badly disordered as ours now 
is, man’s basic, elemental need will be met first. Wheat, the 
staff of life, will joyously lead the procession to better times 
if the economy of the world can be reorganized on a rational 
basis. 

I have not here time to develop the fact that the public 
agitation of this problem in Congress and in certain sections 
of the press, with frenzied hysteria against making any adjust- 
ments, has increased the difficulty tenfold. For this public 
advertisement of a very difficult situation has engendered fear 
and distrust, has undermined confidence in the stability of 
Germany and Great Britain and has added to the panic 
psychology. Nor will I linger longer on the academic prob- 
lems presented. 

When everything is wrong nothing is so damnable as to 
do nothing about it. The time is past for appointing commis- 
sions of experts. The time is past for reorganizing the Debt- 
Funding Commission. The time is ripe for carrying this 
problem out to the field, the sidewalk and the kitchen. The 
West knows it is suffering from worldwide difficulties. It 
needs an opportunity to look this problem squarely in the face. 

Dr. Seligman wrote me a number of years ago that it would 
take a more protracted distress out West to bring statesmen to 
their senses. The distress that we are enjoying out West is 
severe enough and has been protracted for all the days that 
we think necessary ; but statesmen who in private conversation 
admit that the European monetary disorder must needs be 
remedied, still are hopeful that they will not have to go on 
record as having given away one dime of the taxpayers’ money 
to help someone in Europe. They even seem to hope that 
by repudiation on the part of some of the transatlantic 
countries the difficulty may solve itself. They seem to lose 
sight of the fact that such action would lose those markets to 
us forever. 

With crop disaster impending over millions of acres, with 
supplies dwindling, Ivar Kreuger’s suicide sent wheat scurry- 
ing to lower levels a few weeks ago, showing again our intimate 
relationship to affairs in Europe. Wild fluctuations in ster- 
ling for three days following the Easter holidays should call 
our attention to the fact that money defined as a measure of 
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value was lacking in some of its functions. Normal commerce 
cannot function while such fluctuations prevail. If those 
frantic and hysterical members of our public and our Congress 
would grant a responsible unhampered commission authority 
to adjust these debts to a rational, performable basis, based on 
an honest measure of capacity to pay, sterling could probably 
be stabilized in three hours, though probably not and prefer- 
ably not at the old par. Once that was achieved the rest of 
the world’s business machine would begin to function more 
normally. The rest of the problem would not be settled so 
easily. French politicians would have to be conciliated as 
well as our own at Washington, but the French are already 
expressing themselves in much more conciliatory manner than 
our own statesmen. 

Our own Congress is asked to consider again the equaliza- 
tion fee or the debenture for agricultural relief. Since the 
debts solution would open the gate to Europe’s market, might 
it not be worth while to give our Congressmen something more 
tangible to present to their constituents? Why not suggest 
that by adjusting debts, markets could be found for the surplus 
production of our farms? A hard and fast rule might provoke 
trouble but (since markets are what we would get anyway, 
without a rule) Congress might be permitted at least to make 
a rule if it would break the impasse that now has stopped 
political consideration of the problem in America. 

For example Robert Sterling, in the Northwestern Miller, 
has made the definite suggestion that for every one hundred 
dollars worth of annual exports of farm produce to Europe 
and debtor countries we remit a certain sum on the debts—10, 
20 or 30 per cent. If we would now remember that the rule 
of capacity to pay was never really invoked in the adjustments 
that have been made in the last ten years, it would help many 
to understand this difficulty. The rule invoked was what 
statesmen thought would sound plausible to their respective 
publics. Capacity to pay is not what sum one’s grandchildren 
can be cajoled into paying; capacity to pay is such a sum as 
an investor or a banker will pay for one’s note. 

A formula set up with such a rule to measure capacity and 
having regard for the monetary stability of the nations in- 
volved, and with a softening of the rule out of regard for our 
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moral obligations in the premises, will resolve the political 
debts into two categories: those that can and should be paid 
on the one hand, designated as the A portion, and the remain- 
ing part of the obligation, which we will denominate the B 
portion. 

With such a formula before them, two Westerners, Dawes 
and Traylor, could resolve these problems in a few hours. If 
they were reluctant to serve, I could find five Kansas pig and 
wheat raisers, competent men, who will serve without pay. 
Once the A and B portions were discovered we could determine 
whether it would be better to seize an island belonging to 
Great Britain to save the B portion, as suggested by the most 
rabid proponent of collecting the last dollar, or whether it 
might not be worth while to suggest that we annually remit 
20 or 30, or even 40 cents of the B portion of these obligations 
for each dollar of farm produce, wheat, cotton and meat— 
elemental necessities needed by European nations—that they 
purchased from us during that year. 

No prudent creditor and merchant wants to force his 
customer to default. The airing of the difficulties by the 
debtors at Lausanne will not solve the difficulty, will not help 
much. It may do infinite harm if by evincing hopelessness it 
should provoke collapse in Germany. Let the biggest banker 
and merchant concerned take the lead. Thus will prices for 
farm products be restored. Thus can agriculture lead the 
procession to better business and a happier world. 

Money, a medium of exchange and measure of value as I 
have alredy noted, is a lubricant of commerce. The world’s 
business machine has plenty of gas in the tank, the ignition and 
the starter are in good order, the headlights are shining; the 
tires are properly inflated; the body does not even need re- 
painting. But the gears are jammed. Lubricate all its parts! 
It’s ready to go. 
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lions” of demoralized paper marks were being printed 
and the people of Germany were clamoring for a new 
stable currency, the German government of the time felt great 
hesitation in taking the necessary legislative steps. Action 
was delayed for a long period. There was a threefold in- 
hibition: First, they doubted whether any new monetary unit 
would be accepted by the people unless backed by gold, of 
which, however, none was available. Secondly they feared 
that the people might have lost confidence in the banks and 
savings institutions which, in the popular view, had just stolen 
all their lifelong savings. The people, it was feared, might 
proceed to hoard the new currency, thus preventing it from 
fulfilling its purpose. Finally, in view of the total bank- 
ruptcy through which the economic system of the country had 
passed, and the losses thereby incurred by foreign holders of 
marks and mark credits, the new currency might lack support 
outside of Germany and the country might thus be cut off from 
foreign credits for an indefinite time, until new confidence 
should have been established. As a matter of fact, however, 
these fears proved to have been groundless. For, when the 
new currency was introduced, the “ miracle of the Renten- 
mark” happened. The German banks and savings institu- 
tions were entrusted by the people with new savings which 
grew at a surprising rate, and a stream of foreign credit 
started flowing into the country within some twelve months. 
This influx was regarded as a further miracle, in view of the 
complete devaluation of the old mark. What was the expiana- 
tion of this surprising restoration of confidence at home and 
credit abroad, after the fearful experience of the German 
economic system in the process of total inflation? 
Credit or, expressed in the abstract, confidence in financial 
and economic relations, is founded upon a threefold basis: 
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technical, psychological and political. The technical basis of 
credit under our capitalistic system is a stable and sound 
currency which assures the future fulfilment of pledges ex- 
pressed in its terms at the same value as at the time of com- 
mitment. Conversely, the general belief in the existence of 
such assurance is the condition precedent to acceptance and 
maintenance of a currency not backed by tangible gold values. 
This assurance appeared at the time to be given by the guar- 
antees against inflation embodied in the laws creating the 
Rentenmark and, later on, the new Reichsmark secured by 
gold. The acceptance of the Rentenmark, secured by no 
actual gold, but through gold mortgages attached by govern- 
ment decree to the privately owned real estate of the country, 
was at first more or less an act of despair: exasperated by the 
experience of the past five years during which the currency 
had incessantly been dwindling away in their hands, the 
people grasped at anything which promised to maintain a 
stable value. And they brought their newly acquired Renten- 
marks to the same banks which, in their eyes, had just robbed 
them completely of their lifelong savings. Through a careful 
system of control, preventing the Rentenmark from going 
outside of the country and protecting it and the remaining 
paper marks, now stabilized, when they did appear on foreign 
markets, it proved possible to give and maintain to the new 
currency also outside of Germany a parity value. This was 
so at least until, with the assistance of the gold acquired by 
Germany under the Dawes Loan, a regular gold-secured 
currency with unchallengeable domestic and foreign acceptance 
and valuation could be established in the Reichsmark. Thus 
the primary or technical condition for a return of German 
credit after the debacle of 1923 was fulfilled through the 
creation and maintenance of a stable currency. 

The second factor which made possible the economic 
comeback of Germany in 1924 and which I have termed the 
psychological basis of credit, comprises all those material and 
ethical elements on which the business structure of a country 
is built up under our modern capitalistic system, such as: 
natural resources, industrial and business organization, 
physical, intellectual and moral man-power, the traditions and 
ethics of trade relations at home and abroad. During infla- 
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tion with its strong urge to capital investment—the so-called 
“ Flucht in die Sachwerte” (flight into physical values) as we 
termed it in these days—Germany had been able to rebuild 
her industrial and agricultural machinery and, through the 
premium of low costs of production, extensively to reéstablish 
her foreign trade in a world calling for replacement of war 
losses. Thus Germany presented an attractive proposition to 
the foreign investor. This incentive to industrial and foreign 
trade development was, incidentally, the one redeeming point 
of inflation, as we experienced it. The terrible ordeal of the 
people affected by its expropriative action is often overlooked 
by those who have not gone through the actual experience at 
their own expense. The effect of German inflation outside of 
the country had, as a matter of fact, not been so much felt as 
might have been expected apart from the competitive factor in 
world trade just referred to. Foreign trade, at its resumption 
after the war and just when the value of the mark had so 
declined, was pretty generally transacted on a gold or foreign 
currency basis. Losses, therefore, were more or less restricted 
to the holders of German currency and securities—largely on a 
speculative basis—, against which a substantial offset was 
formed by the easy acquisition of values within Germany, 
mainly real estate, bought up on a large scale by foreigners 
paying with guilders, francs, kroners, etc. This is probably 
why the devaluation of the old mark did not act as a deterrent 
to foreign investors to the extent feared by the German gov- 
ernment in 1923. The reéstablishment of the technical basis 
in a stable currency paved the way, while the promising and 
apparently prosperous condition of the German industrial and 
business structure offered the inducement to the superfluous 
capital in the world, for the great movement into Germany that 
followed. This confidence of the outside world was at the 
same time the main reason for the reéestablishment of con- 
fidence at horae, which inflation and its effects had in the 
preceding period so deeply undermined. The people returned 
to their old habits of saving and the creation of new internal 
capital available for investment proceeded at a surprising pace. 
So strong is that human urge to save and provide for the 
future which is the basis of our capitalistic system! The 
introduction of the Reichsmark on an actual gold basis con- 
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stituted the second and decisive factor toward establishing 
confidence of the German people in themselves and in their 
government. It was at the same time the strongest expression 
of confidence on the part of the foreign countries from which 
the gold was loaned. Thus the technical and psychological 
basis was furnished for the new era of German credit following 
immediately on the bankruptcy of inflation. 

A third factor was, however, requisite in the sphere of 
politics. In entrusting this great volume of their superfluous 
capital accumulation to investment in Germany, at that time 
mostly on long term, the individual investors and governments 
were guided by the conviction that the new era of war liquida- 
tion inaugurated by the Dawes Plan was to be of some duration 
and that the process of liquidation had been definitely freed 
from the political conflicts which had been responsible for the 
destruction of the past. And in like manner, by accepting this 
great volume of credit with its responsibilities, as felt by the 
conscientious borrower, by returning to work, to business enter- 
prise and to new saving, and by confiding in their govern- 
ment and its policies, the German people were also expressing 
the belief that stability was now permanently established and 
that the fruits of their labor were not again to be destroyed 
by political conflict, reprisals and sanctions. 

Thus with the year 1924 a new era was ushered into Ger- 
many and German credit rose high in the world of finance and 
business. It was contemporaneous with a new era throughout 
the rest of the world; with what appeared to leaders in all 
countries to be not the first replacement boom traditionally 
following wars, but a completely new epoch in the economic 
development of the world, reaching out to dimensions hereto- 
fore unknown and representing the realization of newly dis- 
covered devices in the organization of national and inter- 
national production and trade. I shall not undertake within 
the framework of my present theme to offer any suggestions 
as to the soundness of this belief or its possible correction. 
But I may be permitted to express a thought in connection 
therewith which has a bearing on my subject, Germany’s credit 
basis, and is perhaps of interest to those of Germany’s creditors 
who have voiced doubt respecting the conscientiousness of 
their debtors in the use of the monies loaned. It is, that the 
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lenders were largely the propagators of the new era theories 
and that their well meant and friendly advice, based on ex- 
perience in their own countries and given with the authority of 
the successful business man, had doubtlessly considerable 
effect on the minds of the business leaders of Germany. In 
counselling against the seemingly too expansive policies of the 
latter, responsible Germans were frequently met with argu- 
ments taken from the arsenal of the new era theory; whilst in 
the movement for high wages which the German trade unions 
were able to carry through during the period of expansion, the 
theory of financing consumption in order to promote produc- 
tion was successfully argued in a country burdened with the 
paramount duty of expanding production at all costs in order 
to earn the wherewithal to pay a prodigious political debt. It 
was very hard indeed in these days to advocate in Germany 
and for Germany the very reverse of the policies which the 
whole world was proclaiming and apparently prospering on; 
and it was difficult to convince the German business leader and 
workingman of the old truism that an expansion of production 
and consumption can only be safely embarked upon by him 
who can finance the increase from his own accumulated savings. 

The history of what has happened in Germany since the 
peak of this era of expansion and prosperity in 1927-1928 and 
of the development of the world economic situation since 1929 
is too well known to require repetition. As far as Germany is 
concerned, it has been stated in classic form by the reports 
of the two committees convened under the auspices of the Bank 
for International Settlements in August and December, 1931, 
and presided over by Mr. Wiggin and Professor Beneduce. 
The figures cited in these reports give the picture of the present 
economic and financial situation of Germany, aggravated in 
the meantime through three further months of industrial and 
business contraction, of increased unemployment resulting 
therefrom with consequential reactions in public and private 
finance, and of continued withdrawal of funds by all permis- 
sible and forbidden methods available, as a result of progres- 
sive weakening of confidence at home and abroad. These 
figures and further developments form at the same time the 
background for an appraisal of present-day German credit and 
its basis. Of the factors determining the credit basis today 
the following may be said. 
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The technical or currency factor the German Reichsbank has 
been able to maintain with the aid of ever more stringent 
measures of control and with the generous codperation of the 
foreign private creditors united in the so-called ‘“ Standstill 
Agreements’. This has, in spite of all hardships and hind- 
rances involved in the control system, been gratefully appreci- 
ated by the German people and business world; and I hope 
I may add, also appreciated by the foreign creditors, as whose 
trustee the Federal Bank is largely acting. The guarantees 
against internal inflation continue to act as before, at least as 
far as the most important factor in the technology of our 
modern monetary system is concerned, namely the restriction 
of the volume of currency and credit issued to a legitimate 
correlation with the volume of trade and movement of goods. 
For this reason it has been possible fairly to maintain the parity 
exchange value of the Reichsmark, although it has been men- 
aced on its external front through the recurrent extensive with- 
drawals of gold while on the internal front it is still jeopard- 
ized by hoarding. The former of these two factors is a danger 
to which every country with a passive balance of payments is 
exposed, but which can be coped with in practice, to a large 
extent, through governmental control of all payments to and 
receipts from abroad, as exercised under the German emerg- 
ency decrees, and the application of corrective action when 
required, even though at the expense of foreign creditors. 
After the credit crisis of last July Germany was obliged to 
take resort to much the same system of controlled currency 
which has been in force for extensive periods in other countries 
lacking gold. The menace of hoarding which arose in Ger- 
many as a consequence of the temporary closing of banks and 
savings institutions at that time, but which since then has to a 
certain degree subsided, is, of course, a danger that, be it 
applied to gold or to notes, can befall any country as the 
consequence of a psychosis of fear and distrust. If not checked 
by the available remedies, it can lead to the complete destruc- 
tion of any monetary system, even though it be backed by the 
greatest supply of gold. For the monetary system is a tech- 
nical machinery provided for the transaction of the ordinary 
business of a country and cannot be used to mobilize the whole 
national wealth. Thus we may assume—and German domestic 
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and foreign credit is today based on this assumption—that 
a continued rigid and correctly handled control supported by 
further codperation of the foreign creditors, as provided by the 
Standstill Agreements, will continue to uphold the currency 
basis of Germany’s credit structure. 

The same, I venture to say, refers to the second basis of 
credit, the psychological or general economic factor. For no 
one is more interested in upholding the country’s credit than 
the people themselves and their agencies in industry and trade. 
Being deprived, through its industrial development of the past 
and by the further increased industrialization under the pres- 
sure of post-war obligations, of the possibility of sustaining 
itself, Germany is dependent on foreign trade for the nourish- 
ment and occupation of her people; and her foreign trade, 
which today is financed by foreign credits, requires these in 
present and future as in the past. Thus the tradition of Ger- 
man business in respect of conscientious fulfilment of financial 
and other engagements will remain unaltered in the same 
manner as the people will continue to codperate in a stable 
management of their country’s currency and economic life with 
the utmost insistence. For they fea: and abhor nothing more 
than the thought of new disorder and inflation. If we add to 
these psychological factors the capacity and urgent desire of 
the people to work and the availability of an excellent in- 
dustrial and trade machinery, rationalized for greater and 
better production in the period of prosperity, there is no 
reason to doubt that service on the present foreign investments 
in Germany and their repayment in due time is assured to the 
creditors. They require today the sum of about 1600 million 
marks annually whilst Germany was able to export a surplus 
of about 3 billion marks in the year 1931; and though this was 
achieved under special conditions of pressure to realize and 
liquidate for the purpose of repaying withdrawn short-term 
credits, and called forth a worldwide reaction on the part of 
the recipients of that export surplus by way of tariff safe- 
guards and import restrictions, it is to be assumed that an 
export surplus of half that volume produced primarily through 
limitation of imports should prove feasible under normal 
conditions. 

For such normal conditions, as far as Germany is concerned, 
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a satisfactory adjustment of the third component part of the 
credit basis, the political factor, is essential The German 
people and their creditors must be reinspired, as in 1924, with 
the belief and confidence that economic stability is not to be 
menaced by political conflicts; and herewith we arrive at a 
problem the discussion of which has been assigned to another 
speaker, namely the reparation question awaiting solution some 
weeks hence at a new international conference. Assuming such 
solution to be found, I have no hesitation in closing my 
analysis with the finding that the basis of German credit was 
safe and sound in its various aspects, technical, psychological 
and political, when the present volume of foreign capital was 
confided to the German people by private investors from all 
parts of the world; that it is fundamentally sound today and 
will continue to be so, if peace and stability can be assured 
to the economic system of the world. 

If I may be permitted, I would add a thought that has 
frequently occurred to me during the many discussions we 
have all participated in or been subjected to during the past 
year and in which so many accusations have been raised against 
our capitalistic system on account of its alleged responsibility 
for the ordeal of depression and its asserted incapacity to 
manage the economic affairs of the world in an orderly way. 
My thought is, that there has perhaps never been witnessed 
in history an economic process more expressive of the inherent 
material and ethical value of the capitalistic system, than the 
great migration of private capital from wealthy to impover- 
ished countries during the post-war period of reconstruction 
of which Germany was so extensive a beneficiary. It is just 
this characteristic of capital in private ownership that it knows 
no national prejudices or inhibitions, which lends to it its 
most appealing quality: that it cannot stay idle in the hands 
of its owner, but must go forth to work for him who is in need 
of it and can employ it. All economic and social progress in 
our modern civilization has been brought about by this feature 
of the capitalistic system, all spreading of this civilization 
throughout the world, all development of new countries, eleva- 
tion of backward peoples. The same effect is inconceivable if 
we imagine the wealth of peoples and states controlled by their 
governments. What dictatorship or what democracy would 
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undertake the responsibility and risk of devoting the super- 
fluous national wealth of the land governed by it to the assist- 
ance or advancement of another land without the desire of 
conquest or other political aim? But our much maligned 
capitalistic system does so: the private owner of accumulated 
capital who lends it out for investment has at all times been 
the pioneer of economic progress and has in the time of post- 
war reconstruction been the chief agent of healing the wounds 
of war. Germany has, as I stated, been one of the main 
beneficiaries of this feature of the capitalistic system and, in 
striving today to uphold the service on the private monies 
loaned to her nationals in replacement of their own former 
savings, which were consumed by war, inflation and war 
tributes, and assuring their repayment at maturity, she is not 
only seeking to maintain her good name in the world and to 
maintain that without which she cannot live, her credit, but 
she is also carrying on a fight for the capitalistic system in 
which all who are interested in its upholding should lend 
their support. 

It has been subject to many trials and demoralizing in- 
fluences during the last eighteen years, this capitalistic system, 
and its fundamental and foremost principle has almost been 
obliterated from the minds of men: namely that capital is 
built up by accumulation of savings and that only that which 
has been earned can be spent. In the war all nations pro- 
ceeded to financing by borrowing on a scale which alone almost 
spelled destruction to the whole system. As borrowing alone 
did not suffice, additional funds were supplied by the bank- 
note printing press and all the laws governing currency organ- 
ization were disregarded with the most destructive effect to 
most of the existing monetary systems. The demoralizing 
effect of inflation on the economic and social system, as on the 
human character, cannot be exaggerated: forcing, as it does, 
men to spend in order to avoid the confiscatory effect of devalu- 
ation; enabling exploitation by some at the expense of all and 
finally robbing the economically most valuable part of the 
population, those who have saved and thereby furnished the 
foundation on which their country has been built up, of all 
they possessed. The German people went through all this 
and then started to build up a new financial system in which 
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the people of almost all countries in a position to do so, helped 
and participated. Now again this new structure is threatened 
and already a new demoralizing influence is at work on it in 
the governmental control and interference enacted by the 
emergency decrees since the crisis of last July. Again the 
individual is being subjected to confiscatory measures on the 
part of the state, again the private owner is being deprived of 
his property rights and responsibilities. The disease is spread- 
ing beyond Germany, in that already almost twenty countries 
in the world have resorted, for one reason or another, self- 
defense or retaliation, to measures of exchange control and 
replacement of the gold standard by “ managed” currencies. 
Truly, an appalling sight and one calling for the most serious 
apprehension for the future maintenance of the capitalistic 
system among responsible thinking men throughout the world. 
If this process continues, if political powers and considerations 
continue to override the rights of private property, as in the 
war, and if the delicate structure of international credit rela- 
tions, which has been built up by the honesty and reliability of 
private business through generations, is further to be made the 
machinery of political conflict, then caveant consules! The 
question of Germany’s credit, which, in its fundamentals, still 
rests on the soundest basis and can be maintained thereon if 
the tenets of the capitalistic system are upheld by those in a 
position to do so, thus appears to involve a question of prin- 
ciple vital to all other countries that participate in the econ- 
omic organization of the present world. 
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HE political aspects of war debts and reparations are 

[ not separate from their economic aspects ; they include 

them. Or, to put it another way, the relationship 
between the two is reciprocal. The interplay of political and 
economic forces is indeed not confined to war debts and repara- 
tions but must be admitted as a general truth with which we 
must always reckon. Not once but many times, both here and 
abroad, we have seen economic causes producing profound 
political results; and, on the other hand, political causes have 
produced economic results, some of a beneficial but more fre- 
quently, of late, of a catastrophic character. Political and 
economic forces weave and interweave, and in the complicated 
web they make there is no clear picture, either exclusively 
political or exclusively economic. 

This is a truth which Americans on the whole are slow to 
accept. When we do admit it, we apply it only in rudimentary 
fashion and often in a local and usually personal sense. Busi- 
ness is as free to blame Congress with playing politics with 
finance, as Congress is to blame business with playing finance 
through politics. Such exceptions do not alter the central 
fact that Americans want to keep politics and economics in 
separate compartments. For when politics and economics 
mix we think something is wrong and the evil must be stamped 
out whether its elimination is against nature or not. 

So it is not to be wondered at that we have insisted as a 
matter of national policy upon regarding war debts as an 
exclusively financial matter. Indeed, we have gone further. 
In our discussions of reparations, and in the efforts to solve that 
problem which Americans from time to time have undertaken, 
we have endeavored to exclude all political factors both from 
our minds and from the solutions. We have gone at both 
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reparations and the debts in a thoroughly business-like way, 
have applied the usual financial tests, have supported the 
capacity-to-pay principle to the limit of reason and, where we 
have had the determining voice, have carried it out to the 
limit of business liberality. We have regarded the debts as 
money borrowed and reparations as debts incurred. There- 
fore, we have assumed that both would yield to ordinary busi- 
ness treatment, and that because political considerations were 
nominally excluded they did not exist. 

In addition to this assumption we made another, which inter- 
locks with the conception that the debts are exclusively econ- 
omic. This assumption, earnestly upheld from the beginning, 
is that the debts and reparations are separate and distinct. 
According to the usual financial test, this position is unassail- 
able. It is no affair of a creditor where the debtor gets the 
money to pay with, unless specific assets or revenues are 
pledged for the purpose. In our debt settlements we exacted 
no security from our debtors, least of all reparations as security. 
Consequently, the business transaction of reparations has noth- 
ing whatever to do with the business transaction of the debts. 
We look no further than the faith and credit of our debtors; 
where they get the money to pay us, whether they receive 
reparations or not, is their own affair and not ours. 

Our debtors have always questioned this assumption. While 
to us it was most natural to treat the debts according to the 
ordinary rules of business, it was equally natural for them to 
treat them according to the rules of politics. When it was 
disclosed that we were really in earnest in regarding the debts 
as a commercial obligation and were unwilling to throw them 
into the general political settlement at Versailles, the debtor 
countries added them to the German bill. The policy then 
established has never been departed from. The Balfour Note 
of August, 1922, fixed the amount which Great Britain would 
expect to receive from her debtor Allies and from Germany 
as identical with the amount of her payments to the United 
States. The Concurrent Memorandum of June, 1929, which 
was attached to the Young Plan but not made a part of it 
(for it was not signed by the American members of the Ex- 
perts’ Committee) was even more explicit in the same sense. 
For after listing the net amounts the creditors of Germany 
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were due in turn to pay out in satisfaction of war debts, the 
memorandum provided that three-quarters of any relief they 
might eventually receive should be passed along sooner or 
later to Germany. The Concurrent Memorandum later be- 
came part of The Hague Agreement of January 20, 1930, and 
is therefore a part of the present reparation settlement. It 
establishes the principle, effective upon all interested parties 
except ourselves, that German reparation payments and the 
inter-Allied debts are in fact connected. But more than that, 
it constructively denies our assumption, again without our 
admitting it, that the question of the debts is purely economic, 
and interjects them headlong into the field of political 
controversy. 

I have taken this much of my time in order to suggest to 
you that our effort to keep reparations and the debts in the 
cool atmosphere of economics has been in vain. I speak both 
of the debt settlements which have been officially carried 
through, and the reparation settlements—the Dawes Plan and 
the Young Plan—in which we have had leading but unofficial 
participation. The fact is that we deliberately set our minds 
against the political aspects of these things, partly because we 
took debts and reparations at their face value as affairs of 
finance, and partly because we considered strictly economic 
solutions to have the best chances of success. We tried to 
exorcise the political factors by denying them. But they did 
not stay exorcised. 

The cost to us has been immense. Detached as we were 
from the political antagonisms which the war vastly intensi- 
fied, we went ahead to carry on business as usual, and before 
long we found ourselves carrying it on rather more than 
usual. In Germany alone, confident that the political factors 
of disturbance were dormant, we invested about two and a 
quarter billions of dollars. Except for the unpredictable oper- 
ation of political factors, I believe these loans taken as a 
whole to have been safely placed. With the same reserva- 
tion, even after the dislocations of this period of unparalleled 
depression, I believe them still to be safe. The trouble was 
that we forgot the war, whereas Europe remembered it and 
still remembers it. Suppose our neglect of the political factors 
to have been justified, suppose they had remained dormant, 
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no doubt we would have suffered an economic set-back in any 
case; but it would never have passed, as we have seen it pass, 
from slow business into depression and then into panic. 

Consider for a moment the politico-economic sequences of 
the past four years. I start from the decision, reached at 
Geneva in September, 1928, to set up a committee of independ- 
ent financial experts who were to draw up “ proposals for a 
complete and final settlement of the reparation problem ”’. The 
Dawes Plan had already been in operation for four years and 
had gone far to justify the American theory that if repara- 
tions were taken out of politics, the problem was solved. But 
the time had come to change it, and from the moment the 
political representatives of the governments at Geneva re- 
solved to summon the Young Committee, the political sky 
darkened ; for it was on the proposals of this committee, as it 
was then supposed, that the whole future course of repara- 
tions was to depend. Overnight the problem of reparations 
resumed its political aspect, which it has not lost from that 
day to this. The Young Committee, notwithstanding the 
fervent efforts of several of its leading members to exclude 
political considerations, and notwithstanding its success in 
arriving at an ingenious financial solution, was obliged to take 
account of political factors. It said in its Report: 


Throughout our deliberations and in our present proposals we have 
endeavored to reach our conclusions on economic and financial grounds. 
But we have realized, like our predecessors [the Dawes Committee] 
that political factors necessarily set certain limits within which a solution 
had to be found if our proposals were to secure acceptance. We had 
therefore to base our decisions not only on economic, but also to some 
extent on political considerations. 


In the course of the Young Committee’s work an incident 
occurred, which in retrospect takes on a singularly sinister 
aspect. This was the decisive fall in the reserves of the Reichs- 
bank, threatening if carried much further to undermine the 
whole German credit and currency system. The German 
banks, then as later, were heavily in debt to foreigners, who 
of course were at liberty to withdraw their funds at short 
notice. As the negotiations of the Young Committee ap- 
proached a deadlock, these funds began to be withdrawn with 
a corresponding decline in the Reichsbank’s stock of gold and 
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foreign exchange. When the deadlock appeared inescapable, 
the withdrawals intensified into a run on the Reichsbank’s 
reserves. Here was a new instrument ready at hand for 
exerting international pressure, and we have seen it in use 
many times since. The question at once arises whether it has 
been deliberately used as an instrument of national policy. 
Whether the answer is yes or no makes little difference in 
practice, for the result is the same. Capital is extraordinarily 
sensitive, and it takes fright whether told to be alarmed or 
not. In this case, the Germans broke the deadlock by yield- 
ing, and the run ceased. 

The remainder of the record is too fresh in your minds to 
require detailed exposition. The political factors in it in- 
clude of course the recurrent problem of reparations but they 
are by no means confined to it. Reduced to their simplest 
terms the political factors are these: On the one side, the 
French desire for security, which all of us must admit is an 
inalienable and unquestionable right. But in practical appli- 
cation it raises numerous issues which have become matters 
of international negotiation and sometimes of controversy. 
These include questions of armament, of offensive and de- 
fensive alliances, and what is more important still for the 
purposes of the present discussion, the use of financial 
authority as an instrument of national policy. This last point 
concerns us particularly in the United States, for whenever it 
has been used it has exerted a direct and powerful influence 
on the course and intensity of the depression. 

On the other side is the German desire to escape at last 
from the restrictions, burdens and discriminations imposed 
by the Treaty of Versailles. Like the French desire for 
security, this desire on the part of Germany has, I believe, the 
support, on the whole, of American public opinion. But in 
practical application it also raises questions of the utmost com- 
plexity and difficulty, such as the Polish Corridor, armaments, 
commercial arrangements with Central European countries, the 
charge of exclusive responsibility for the war, and of course 
reparations. 

From our detached American point of view these two de- 
sires do not appear to be necessarily in conflict. To us, in our 
own security and at a distance of three thousand miles, the 
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methods adopted by France to buttress her security have 
seemed adapted at times to impair it, because they have 
tended to put her neighbors in a state of psychological arma- 
ment against her. Similarly, and from the same vantage 
point of distance, we consider the behavior of Adolph Hitler 
and his supporters to offer no promise whatever of obtaining the 
concessions which they in common with the rest of the Ger- 
man people want. But the fact is that the conflict exists, and 
the sequence of events arising from it has converted the de- 
pression into a panic. 

_ The chain of cause and effect is complete. As in 1929, 
when deadlock in the reparation conference resulted in a run 
on the German Reichsbank, the success of Hitler in the Reichs- 
tag elections of 1930 was promptly followed by withdrawals 
and losses of gold. Again, in the spring of 1931, when the 
German and Austrian governments announced their plan of 
a customs union, the political disturbances thereby created 
immediately revealed the weakness of Austrian finances and 
precipitated the collapse of the principal Vienna bank, putting 
the whole Austrian credit and currency structure in danger. 
The French offered a loan, but on terms which were tanta- 
mount to renunciation of the customs union. The offer was 
declined, and the Bank of England made the loan instead, 
thereby temporarily relieving the situation as far as Austria 
was concerned. The storm then spread to Germany, where 
the incidents of 1929 and 1930 were repeated, but on a far 
greater scale. The Hoover moratorium failed to give relief, 
largely because it did not meet political requirements, and it 
became urgently necessary to stop by arbitrary means the 
loss of funds. Under the terms of the so-called standstill 
agreements which were the only alternative to a complete 
moratorium of payments, the foreign banking creditors 
pledged themselves not to withdraw except within narrow 
limits the funds they had owing to them from German banks. 
The freezing of these immense sums, preponderantly Ameri- 
can and British, prevented their being used to repay funds 
which they and we owed abroad. When the latter were 
called for, the difficulty of paying them was thereby in- 
creased. The British crisis of September, 1931, was intensi- 
fied by that fact, just as it derived its initial force and momen- 
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tum from political disturbances; and culminated in Great 
Britain and the Scandinavian countries going off the gold 
standard. Our own crisis of October and the crisis which we 
are now in are to be read in the same light. 

The deduction to be drawn from the foregoing sequences is 
that while the economic stage was doubtless set for a business 
reversal, it is to the political factors that we owe its peculiar 
virulence. Economic mistakes account for the depression, but 
political forces have turned it into a panic. 

I desire at this point, before proceeding to my conclusion, 
to lift out of the political perspective one particular element. 
This is the part played in the political scene by the inter- 
Allied debts. Nominally, as we have seen, these are strictly 
financial obligations. Practically they have proved far other- 
wise, and the political advantage has not been to us but mainly 
to France. From the moment that the size of the reparation 
debt was made contingent upon the size of the debts owed to 
us, the latter became a means of political control over Ger- 
many. The French have made no secret of their use of 
financial authority as an instrument of national policy, of 
which the numerous loans made to the countries to the east 
and south-east of Germany are sufficient evidence. Repara- 
tions, augmented by the inter-Allied debts, have worked pre- 
cisely to the same purpose but from the opposite direction. 
Perhaps by reason of this readily acknowledged principle of 
French foreign policy, France has been blamed in these recent 
months for numerous private adventures in international 
finance which have added to the distress of embarrassed 
countries. It should be said that the Bank of France and the 
French government did not encourage such adventures but 
on the contrary often moved to counteract their effects. The 
troubled state of the world’s economic and political waters is 
enough to account for them without charging deliberate intent. 

If it be so, as I believe, that political causes, among them 
war debts and reparations, have given the depression its 
unparalleled intensity, the question now arises as to what we 
are going to do about them. Is it beyond human ingenuity, 
does it put too great a strain on human character, to rid us 
of this burden? 

Let us canvass two solutions. The first is briefly stated. It 
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proceeds from the assumption, perhaps correct, that the inter- 
Allied debts are uncollectible. It is argued that we should 
therefore make a virtue of necessity and cancel them, on the 
understanding, however, that the entire benefit is passed along 
to Germany for the reduction of the reparation annuities. 
This solution, it should be observed, was already foreseen at 
Paris in 1929 and found expression in the Concurrent 
Memorandum attached to the Young Plan but not made a part 
of it. The fact that the Concurrent Memorandum provided 
that only three-fourths of the contemplated relief should go 
to Germany does not alter the similarity of the two in principle. 

To this solution I think there are two controlling objections, 
among others. In the first place, it involves a complete 
retraction in singularly literal form of our national policy. 
The rule that reparations and war debts must be considered 
separate and distinct was established by President Wilson in 
1920 and has remained the official declaration on this issue 
ever since. After all that has taken place it is too late to 
change it. 

In the second place, this proposed solution does not go far 
enough. Of all the political factors disturbing European 
stability at this time it affects only one, namely reparations. 
And it does not eliminate that. The amounts due to us on 
inter-Allied debt account are only a part of the German repara- 
tion obligation. Accordingly, if we were to cancel the debts 
we would not get rid of reparations; we would only reduce 
them. The amount that would remain would be roughly 
equivalent to the unconditional annuity provided for under 
the Young Plan, a sum quite sufficient to keep political 
antagonisms alive. Perhaps in time now past the practical 
relief to German credit which such a reduction would give, 
would have eased German economic stress and have put 
political unrest under an anaesthetic. But that time has gone 
by; at this stage a resumption even of the unconditional 
annuity would impair German credit still further. Granted 
the point at which we have arrived, I see very little advantage 
in this solution over a simple process of default all around. In 
both cases we lose the debts without getting anything in return. 

Let us now consider a second solution. Here also I must 
make an assumption, for to argue the matter would take 
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me far beyond the limits of my subject and my time. This 
is the assumption—and it comes in the economic class—that 
as long as the debts exist they will delay recovery from the 
depression, and so prove more costly to collect than they are 
worth. Nevertheless, we have an unquestionable right to 
them, and if we are to give them up in whole or in part we 
should obtain counter-value while we still have the chance. 

This solution, in simple outline merely as a statement of 
principles, and leaving out all the innumerable checks and 
balances which would be injected into it in the course of 
negotiation, is the following: 


1. Total cancellation of the debts. 


2. Total cancellation of reparations, with the exception, of 
course, of payments on the Dawes and Young loans. 


3. Suppression for a period of ten years from the adjourn- 
ment of the present conference on arms limitation of 
all political issues arising under the Treaty of Versailles. 


The demerit—and perhaps the merit—of this solution is 
that no nation attains its full list of desires. Consider first 
the case of Germany. Germany obtains relief on reparations 
account. But she has to continue under the political dis- 
abilities of the Treaty for ten years and in addition runs the 
risk that ten years of psychological peace in Europe will lead 
her own people as well as her former enemies to settle down 
to the existing condition. But she has the assurance that at 
the end of that time the problems that still remain will at least 
be opened for discussion. 

Next consider the case of France. France loses her share in 
the unconditional annuity, which at present is nominally about 
125 million dollars a year. But she gains relief from her 
liability to pay the United States whether Germany pays or 
not. Far more than this, however, she obtains the surest 
buttress to her security, which is peace in the minds of her 
neighbors. She shares also in the incalculable economic bene- 
fits which would come to the world if the spectres of political 
disturbance are driven off the European scene. No one who 
knows the concrete French mind, however, will suppose that 
France would accept in lieu of the tangible control which the 
reparation claim now gives her, a set of intangible assurances 
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such as are here contemplated. For that reason it will be 
necessary to provide her with guarantees that the assurances 
are kept. 

And now as to the United States. In a financial sense— 
assuming that the debts are good—the United States would be 
called upon to give up a claim worth now about 250 million 
dollars a year, and later worth more than that. With the 
cancellation of the claims, substantially the same amount would 
become immediately a charge upon the budget, which Congress 
is already having difficulty enough to bring into balance. This 
is a fact to be freely and fully admitted, but it is a fact which 
we may have to face whether we make our contribution to a 
general settlement or not. Furthermore, as matters stand we 
are paying higher and higher taxes out of incomes and values 
which are falling lower and lower. Indeed, it is because of 
this collapse of incomes and values that budgets are out of 
balance and that taxes have to be raised. I know of no one 
who would not willingly pay larger taxes if he stood to get 
more money to pay them with—if instead of depression and 
panic he could once more face a rising tide of business. 

In my conception the release of our debtors as part and 
parcel of a European settlement would produce this very 
result. For political causes, among them reparations and the 
debts, if not the sole source of our distress, have intensified it 
and continued it. As I see it, these causes can be removed by 
sacrifices both financial and political—political on the part of 
Germany, financial and political on the part of France, and 
nominally financial on the part of the United States. The 
bargaining power which the debts give us lessens month by 
month. The question for us is not whether we will lose or 
keep 250 million dollars a year, but whether we will use 
before it is too late what leverage they give us to break the 
European deadlock. 

Unless we have lost faith in the power of man to govern 
his own affairs we must believe him capable of making the 
sacrifices necessary to relieve at least his own distress. 
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CHAIRMAN: The meeting now passes under the ten-minute rule, 
and the first speaker will be the Honorable Eliot Wadsworth, former 
Assistant Secretary of the Treasury, and former secretary of the 
United States World War Foreign Debt Funding Commission. 


Mr. ELiotT WADsworTH: I am glad so many _ hardy political 
economists are staying through this long and serious discussion. It 
is one of the most interesting discussions of the war debts I have 
ever attended. However, I must say that after listening to the many 
thoughtful papers read this afternoon, my feeling is just about 
as uncertain as to what ought to be done, as it has been ever since 
1929. 

I am quite familiar with the original debt settlements, and be- 
lieve we made as practical arrangements as we could with each 
debtor. The need was to get the debts settled and out of the way, 
as they constituted an uncertain liability of a huge amount, and were 
a serious handicap to world recovery. When Mr. Baldwin, then 
Chancellor of the Exchequer, and Mr. Montagu Norman, Governor 
of the Bank of England, came to America and said: ‘‘ We want to 
settle the English debt”, the Debt Funding Commission sat down 
with them at once, and with the wise broad vision of Mr. Mellon, 
Mr. Hughes, Mr. Hoover and the other members of the Commission, 
reached what seemed to be a fair conclusion. The settlements with 
the other debtor countries soon followed. 

I would say for the benefit of the gentleman from Kansas, Mr. 
Isely, who now aspires to be a Senator from Kansas, that the West- 
erners in the House and Senate at that time were very obdurate 
about getting the money. One Senator remarked that the farmers 
needed that money, they had to pay ten per cent on their own bor- 
rowings, and why should England be let off with three and one-half 
percent. The spirit was very strong in Congress at that time, which 
was expressed in a brief remark attributed to President Coolidge 
when a delegation of cancellationists went to see him—‘“ Well, they 
hired the money, didn’t they?” Perhaps we have gone a long way 
from that attitude in some quarters, but by no means everywhere. 

The Debt Commission tried to base settlements on the capacity 
to pay of each debtor, not the maximum capacity, but what they 
sould pay in their stride without undue hardship in normal times. 


1 An abstract of the discussion at the close of the Second Session. 
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The settlements were made on that basis, and payments went along 
very smoothly for several years, but who could expect, or anticipate, 
the tremendous changes in prices which were to take place and which 
have profoundly affected international payments? 

The price of rubber was then about 60 cents per pound, and the 
United States was buying largely from England and her colonies a 
billion pounds a year. Rubber is now 4 cents per pound, so that 
the cost of our imports has dropped from $600,000,000 a year to 
$40,000,000. This is a relief to the United States, but a serious 
handicap to those countries which sold us the rubber. 

Cotton, on the other hand, was at that time selling from 10 to 15 
cents per pound more than its present quotation. A drop of 15 
cents per pound in the price of cotton means a saving to both 
England and Germany of about $150,000,000 a year in their pur- 
chases of cotton from this country. 

In other commodities and unfinished articles there has been a 
tremendous change in price as well as in the volume of exports and 
imports. It was not possible to look forward and estimate how these 
changes would affect the relative burden of the debt payment. But 
remember this, that from 1924, when the debts were settled, to 1929, 
the debt payments were made without serious difficulty. They might 
have continued except for the economic crisis which has developed 
since 1929, and has made all debts two or three times more burden- 
some. 

Now people ask what we are to do next, and whether the war 
debts are to blame for our present difficulties. The demand is often 
made, “ why doesn’t the United States do something about the war 
debts and then times will be better.” I do not personally believe 
that the war debts were predominant in bringing about the present 
distressful situation. Of course they are one factor, but not a suffi- 
ciently large item in the total of world transactions. 

It is probable that reparations have much more to do with our 
present difficulty. Reparations have been a great cause of political 
turmoil and financial uncertainty. They have, at different times, 
brought on serious international problems in which the United States 
is not a principal factor, although on two occasions, Americans have 
gone to Europe and helped to devise temporary solutions in the 
Dawes and Young Plans. But it hardly seems as if reparations had 
yet been arranged on a practical payable basis. Until they have, 
it is hard to see how the war debts can be permanently settled. 

It seems most probable that what caused the present trouble is not 
the war debts, or entirely reparation payments, but the fact that we 
maltreated the most perfect credit machine which the world has ever 
known. We drove that machine too fast and too hard. With its 
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assistance, we built up a structure of debts, national, state and muni- 
cipal. We got into debt individually and issued corporation bonds, 
debentures and stocks, which, together constituted a paper structure 
like a huge card house. That structure was founded upon physical 
property, farms, factories, railroads, which could not possibly sup- 
port it, and it has now begun to blow away in the tempest of a world 
financial crisis. 

Already billions of dollars of the lighter stuff, beautifully en- 
graved common stock certificates, have disappeared, together with 
some of the preferred stocks, and many of the more stable securities 
are in a fair way to go out of existence. The physical property re- 
mains just where it was three years ago. Factories, cities, railroads, 
farms are still there, but the paper structure on top of them and the 
credit system which made all this possible is badly damaged. It was 
not the war debts, and only in part reparations, but the excessive 
and ridiculous use of instruments of credit which made us think we 
had reached a new era that brought about the present crisis. 

It is interesting to hear the statement of the German Consul 
General that the idea of a new era had permeated Germany and en- 
couraged the Germans to borrow great sums which they are now hav- 
ing such trouble in repaying. Is there any part of the world which 
was not influenced by the new era theory? 

America is blamed for a great deal, and often unjustly blamed. 
Perhaps America is not so much to blame because of the war debt 
settlement as because of our overenthusiasm. Will Rogers said in 
one of his articles the other day that when he was in England he 
found that everything in Europe was blamed on the Americans. 
He said that he had read in the paper that day that the birth rate 
in England was going down, and he was going to leave England 
right away, because he was afraid they would begin to blame it on him. 

Public opinion has changed somewhat, but conditions have changed 
tremendously since we settled those debts in 1924 and 1925. Per- 
haps they will need settling again, but that is not necessarily a 
reason for cancelling them because of conditions at the moment. If 
America should be forced into some kind of inflation, it might well 
be that the war debts would become as easy to pay as they are 
apparently difficult to pay at the moment. 

Take France as an example. We made a very favorable settle- 
ment with France at a time when she was in great financial distress, 
but within a few years the world came to look upon France as the 
strongest financial nation in the world in proportion to her size, far 
better able to meet the small payments on her war debts than other 
debtors who did not receive such good terms. 


There is no reason for entirely abandoning the war debts without 
[106] 


| 


No. 1] DISCUSSION: REPARATIONS AND DEBTS 107 


regard to the future, and yet we may well use them as a lever if we 
can to bring about some more permanent settlement of reparations 
and other problems. Whether we should ask for a conference or 
not is open to question. Ordinarily the debtor asks for a confer- 
ence, not the creditor, but we ought to go into a conference if one 
is called and use our position to the best possible advantage for the 
betterment of the general situation, but by no means with a complete 
abandonment of our own national interest. 

It would not seem at all impossible that the war debts would some 
day be settled at what might look like a fantastic basis at the present 
moment. There might be payment in full, as now arranged for, 
or a further discount may be necessary. Perhaps we must get some 
kind of elastic settlement based upon the value of the dollar, or the 
pound, or some other yardstick, which will apply from year to year. 
It might be something like the old income bonds that were put out 
after the panic of 1893 by several railroads, on which the holders 
received their interest in proportion to the income of the company. 
In good times they received their income in full; in bad times, no 
income at all. So far no yardstick has been found on which to 
create such elasticity. 

May I say in closing that, for the sake of the world’s peace of 
mind in the future, I would hope that if any nations get into such 
a difficulty as in 1914-1918, and decide to help each other out finan- 
cially from one national treasury to the other, they will give the 
money, and not lend it. If that had been done in the last war it 
would have eliminated a great post-war problem. But do not forget, 
that in lending money to the Allies America followed the plan which 
the Allies had been using among themselves during the entire war. 

We have proven one thing in dealing with the post-war problems, 
namely that governments are not very successful in dealing with 
other governments on financial questions. Governments are not too 
successful in dealing with each other in the field of diplomacy, but 
when a Prime Minister or a Secretary of the Treasury has a financial 
problem to settle with another country, he must always be looking 
over his shoulder at the taxpayers, whom he represents, and whose 
opinions are not always governed by the broadest judgment of the 
international financial situation. 

Governments will go on borrowing from individuals of their own 
and other countries. There is a certain safety valve in that form 
of borrowing because it depends upon the willingness of individuals 
to lend, and so prevents, to a large extent, excessive overborrowing. 
When one government borrows money from its own people and lends 
to another government, a very different situation exists. 

The war debts, which we are considering today, and on which no 
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interest is being paid at the moment, are only one detail in the 
present economic chaos. Perhaps they must be laid aside as they 
were between 1919 and 1924 until more stable days and a better 
business situation throughout the world makes it possible to even 
guess as to what might be considered a fair settlement. 

The basis, the terms, the politics, the international forces which 
will dictate that settlement are almost as unknown today as they 
were on Armistice Day in 1918. Public opinion as it develops in 
the future in the debtor and creditor countries can alone dictate a 
settlement, the terms of which debtors will meet and creditors accept. 
There is little sign today of how such accord can be reached. 


CHAIRMAN: Finally, I am going to ask Mr. Constantine E. 
McGuire, economist, of Washington, to speak to us under the ten 
minute rule. 


Mr. CONSTANTINE E. McGuire: There are, I think, very clear 
evidences from the papers presented this afternoon, and from Mr. 
Wadsworth’s discussion, that the seriousness of this problem is now 
fairly widely realized; and although one slightly optimistic note 
was contained in one part of Mr. Wadsworth’s address, to the effect 
that this problem would, of course, “some day be settled,” the 
general result of the discussion, I think, must be put down as un- 
favorable and discouraging. 

If you take into consideration merely the calendar for the balance 
of the year 1932 and for the year 1933, you will find that Congress, 
adjourning in all probability in two months from now, will as- 
semble again only in December for a short session, the closing 
session of the Seventy-second Congress lasting approximately sixty 
working days. ‘The Seventy-third Congress will meet in December, 
1933, and there appears to be no likelihood either of a special session 
of the Seventy-second Congress in the summer of 1932 or of the 
Seventy-third Congress after it comes into constitutional existence, 
but before its first regular session. 

The national conventions of the Republican and Democratic 
parties will meet June 12 and 27, respectively, and their platforms 
must inevitably deal with this question. It seems fairly clear from 
the tenor of much of the discussion in political circles and in the 
press that the two platforms will reaffirm the principle that obli- 
gations must be upheld and that cancellation is contrary to national 
policy. 

In June, an international conference will meet in Lausanne, for 
the consideration of the policies to be followed after the first of July. 
Whatever may be the outcome of that meeting, the Congress of the 
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United States will not be in session to take action upon the findings 
or recommendations of the Lausanne Conference. In the resolution 
of December 23, 1931, Congress has shown it is not in a mood to 
consider appeals for the further reduction or for the cancellation of 
these obligations. It is fairly clear that, even if Congress is called 
in special session by the President before election, it would simply 
reaffirm that principle unless a very different sort of argument is 
presented and a different type of leadership developed. 

There are certain due dates involved in all these obligations, and 
it must be borne in mind that as far as the record is concerned the 
entire indebtedness stood in default for eight days last December. 
Certain very large sums were due on December 15, and although 
the Treasury was inclined to accept the substance for the form, as a 
matter of strict fact it was only on December 23, when the President 
approved the resolution of Congress, that the deferment of payment 
from, and as of, December 15 became properly authorized. 

These are very close shaves that we have had, and we seem 
destined to go through many more, and through more serious ones, 
before the question can be, as Mr. Wadsworth put it, definitely and 
finally cleaned up. 

Looking back over these papers, certain things seem to stand out 
as rather decisive. In the first place, it has been pointed out that a 
new approach is essential. It has been made fairly clear that strong 
opposition is to be counted upon from those who insist upon the 
legal rights and equities set up under certain instruments signed, and 
in effect political treaties between governments. 

It has also been pointed out that the great intermountain region 
of this country is not essentially opposed now to the liquidation of 
these obligations, or at least to their writing down on a very great 
scale; although ten and eight years ago a considerable degree of 
feeling existed in that region that no reduction should be effected, 
and certainly no long-term postponements, so long as the bulk of 
the agrarian population itself had to face the recurrent private obli- 
gations piled upon it. 

It has been pointed out, too, that the residuary debtor has strained 
every nerve and has gone as far as it could safely go, perhaps has 
gone considerably beyond the point it could safely have gone, in an 
effort to carry out the obligations imposed upon it by the Treaty 
of Versailles. 

The point was made, and I think it of very great importance, that 
this problem has a common thread of interest—national and in- 
dividual interest, running through it, whether we call it economic 
or political. The share of economic policy in the whole field of 
public policy is far greater than we are in the habit of admitting. 
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The problem of settlement with the debtor nations, whether under 
the Treaty of Versailles, or under the treaties that have been per- 
fected by the Debt Funding Commission and ratified by the Senate, 
is essentially a question of national interest. All of those agree- 
ments have arisen out of concepts of national interest, reconciled 
or not, as the case may be, with certain other types of interest which 
are not essentially economic; but in the main economic interests 
have guided and directed these agreements. 

We acquired these great masses of obligations largely through 
subsidies which we gave our own producers between 1917 and 1919. 
We have alternative policies which, given conditions at that time and 
given the general attitude of political leaders in a country so con- 
stituted as ours, could not very easily have been put into effect. We 
did essentially and in the last analysis effect a great subsidy, and 
we chose to put it upon the basis of a great series of international 
loans. 

We must face the settlement in the same way, seeking first 
of all to analyze our interests and then to measure the conditions 
in which those interests will be served, with due regard for prac- 
tical possibilities. 
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WORLD ORGANIZATION IN 
FINANCE AND TRADE 


WORLD ORGANIZATION IN FINANCE 
AND TRADE* 


PAUL D. CRAVATH 


I am sure, as the most important economic subject be- 

fore the world. We are all conscious of a growing 
feeling that the Jaissez-faire system of dealing with trade and 
finance that is part of our liberal Anglo-Saxon inheritance has 
broken down, and that we must find some new system of 
organization to save us from a repetition of the era of over- 
production and unrestrained competition that has brought us 
into our present sad economic plight. 

We have been offered all sorts of plans, ranging from the 
plan of self-imposed organization thrown out for discussion by 
Mr. Young and his associate, Mr. Swope, to the system of state 
planning and state capitalism, which has thus far prevented 
Soviet Russia from entering the ranks of nations with un- 
employment problems. 

We are very fortunate in our speakers tonight. For many 
years I knew in Wall Street a relatively young and very suc- 
cessful and highly esteemed banker known to his friends as 
Fred Walcott. I had followed with interest his excursions in 
Belgian Relief and Polish Relief as an associate of Herbert 
Hoover, and finally into the Food Administration during and 
just after the war. But a few years ago he disappeared from 
my vision, and I have just realized that when he disappeared 
from my vision he disappeared into the United States Senate. 
It must have been during one of my long absences that that 
happened. I presume I brand myself as a hopeless ignor- 
amus and a back number when I confess that I did not until a 
few days ago realize that Senator Walcott of Connecticut, of 
whom I had read and heard so much, and whose performances 
in the Senate I have so admired, was no other than the Fred 
Walcott whom I had known in Wall Street a few years ago. 


TT. subject of discussion tonight will soon be recognized, 


1 Remarks of presiding officer at Dinner Meeting. —En. 
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While he was still only a banker, few men would have been 
better qualified than he to discuss the subject of tonight, be- 
cause he was more than a money-maker. He must have been 
that when he retired a few years ago from business. He was 
always a profound student of finance and trade from its public 
aspects, and today he comes to us with the added qualification 
of his three years’ experience as a prominent and important 
member of the United States Government. 
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HOW MUCH CAN THE GOVERNMENT HELP? 


FREDERIC C. WALCOTT 
United States Senator from Connecticut 


ideas and to welcome again one of the world’s most 

distinguished economists, Sir Josiah Stamp, whose voice 
was heard crying out in the wilderness, several years ago, to 
proclaim to a war-stricken world the troubles which were then 
accumulating. Great Britain, with her long dominion over 
the seas, has sent us one of her master mariners to help us 
correct our compass, and we shall profit by his presence. 

During the last thirty years, more than half of the popula- 
tion of the world has emerged from the monarch’s yoke. 
Crowns are no longer at a premium, crowned heads are few 
and far between. This government of the United States is 
probably the oldest representative government in existence. 

We find ourselves suddenly the greatest creditor nation on 
earth. We have temporarily lost our bearings. Storm-tossed, 
we ride the waves of inflation, mount high at one time, 
and then sink into the trough of an angry sea. The peaks of 
a false prosperity are unavailing to fill up the deep valleys of 
depression. We must steer a new course. We must play a 
new role, of which we have not learned the technique. 

The world is groggy with advice. Panaceas for all our ills 
are the order of the day. 

One of the great problems which confront the world today 
is the price level, the problem of the purchasing power of the 
monetary unit. We all know that inflation brings discontent 
and a cry of “high cost of living,” while deflation causes 
depression and unemployment. This is a matter of inter- 
national concern and is closely related to the problem of the 
gold standard and the distribution of gold. It is a grim joke 
that among the victims of deflation today are those countries 
that have the most abundant supply of gold. In America this 
paradox is largely traceable to certain technical kinks in our 
Federal Reserve laws, which have so tied up our gold as to 
leave little of it free. We have recently passed legislation 
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to remedy this situation. The Glass-Steagall Act released and 
added to our free gold supply $750,000,000. While this has 
quieted the fears of other countries as to our ability to main- 
tain the gold standard, it has not cured the disease of deflation. 
We sorely need a rise in our price levels and then, of para- 
mount importance, some degree of stability at the new level. 

With this in mind, let us see where we stand before the 
world as a producer of raw materials. We have on hand, 
available in storage and for sale, among other important com- 
modities, 64 per cent of the world’s visible copper supply, 
452,000 tons; 67 per cent of the world’s supply of cotton, 
6,863,000 bales; 41 per cent of the world’s wheat supply, 
261,900,000 bushels, and a very large portion of the world’s 
supply of petroleum, 632,030,000 barrels; metals, foodstuffs 
and fuel. We have approximately 40 per cent of the world’s 
gold. In 1928 we had 40 per cent of the trade of the seventeen 
leading nations of the world, which, in turn, did 90 per cent 
of the world’s business. We therefore had at that time 36 per 
cent of the world’s trade. 

Let us look at our gold dollar. Accepting the purchasing 
price of the dollar for 1913 as our standard of measure, we 
find that this same dollar, in 1920, as the result of inflation, 
was worth only forty-five cents, or less than one-half the 
purchasing price of the dollar in 1913. Today, that same 
dollar, always a gold dollar, will buy ten per cent more of 
commodities at wholesale prices than it would have bought in 
1913, and three times as much as in 1920. 

These violent fluctuations clearly throw our entire industrial 
and commercial fabric out of joint. The wage-earner was 
hard-pressed in 1920 and is apt to be out of employment in 
1932. 

Our banking structure has proved wholly inadequate. From 
1900 to 1910 the number of banks in the United States grew 
from approximately 10,000 to nearly 20,000, and we have lost 
through failure nearly 10,000 in the last twelve years, an 
appalling calamity. Today nearly $2,000,000,000 belonging 
to innocent depositors is locked up in closed banks, and more 
than $1,000,000,000 is being hoarded in this country as the 
result of fear occasioned by bank failures. What can we do 
about it? 
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ESTIMATED EXPENDITURES OF U.S.GOVERNMENT 
1932-1933 


(IN MILLIONS OF DOLLARS) 


The world is still suffering from the aftermath of the World 
War. It will take generations to recover from the ghastly 
destruction of life and property, for war is always the destruc- 
tion of the fit. War is largely responsible for the growth in 
bureaucracy and the further centralization of our federal 
government, and is almost entirely responsible for the tre- 
mendous increase in the cost of running the government. 
Approximately seventy-two cents of every dollar that we raise 
for federal expenses through excessive taxation is spent as 
the direct or indirect result of war. The largest part of this, of 
course, is the annual payment to veterans in the forms of 
bonuses and pensions. Think of it! Over $3,000,000,000 
out of a total of $4,000,000,000, the annual exp*nse of the 
federal government! And this same story can .e told in 

[117] 


VETER : 
‘ia 
| | | 
PUBLIC WORKS) 
REINTE REST ON DEBTY 
||\[ON DEBT) 
149 7 | 
| 


118 THE CRISIS IN WORLD FINANCE AND TRADE XV 


almost the same terms by all the other contestants of the great 
war. It cost England and Germany and France even more 
than it did the United States. And now, engulfed by war, 
Japan and China are committing financial suicide, with the rest 
of the so-called civilized world. No country wins a war 
today. The winners are merely less defeated and it takes 
years to determine that. Modern warfare is a diabolical form 
of national and economic suicide! 

It is perfectly clear that we must put our own house in order 
first. We have done our full share in helping others, and we 
have become seriously embarrassed. Now we must face our 
own problems frankly and solve them with courage and 
intelligence. 

To quote Sir Josiah’s own words: 


The world has advanced so rapidly in its scientific aspects, in its 
complexity, that it has left us all behind in the subtle and overwhelming 
question of money. We are just in the stone age in economic thinking, 
compared with the immense advance which we have made in other 
directions. ... And it is our task to make every man, when he is 
looking for the cause of things, ask first and not last the question, 
“ What is the price level? What is it doing to me? What is it doing 
to the wage earner? What is it doing to the profit margin, to the whole 
balance sheet and the profit and loss account?” In that way will some 
day dawn on the world what we mean by stable money. 


A year ago many of our bankers and leading business men 
felt that this country was emerging slightly from the worst 
phase of the depression. Tremors and minor quakes occurred 
during the summer months, following the acute situation that 
had developed in Germany in June, which was temporarily 
relieved by the moratorium. 

Then came the larger shock, toward the end of September, 
when England abandoned the gold standard, which forced a 
flood of selling of American securities from abroad. Eng- 
land’s declaration was followed promptly by the now famous 
White House conference, which brought us face to face with 
realities and the adoption of a series of emergency measures. 

The National Credit Corporation was formed over-night, 
led by a group of New York City bankers. $500,000,000 was 
pledged by a number of banks, which agreed to advance two 
per cent of their deposits whenever called. Thirty per cent of 
this $500,000,000 was called by the following January in three 
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calls of ten per cent each, totaling $150,000,000, and practically 
all of this was loaned for the relief of contributing banks in 
distress. This had an immediate and beneficial effect during 
the months of November and December, but this patriotic, 
volunteer effort was not enough to stem the tide of bank 
failures. 

The Reconstruction Finance Corporation, proposed at the 
White House conference and modeled after the War Finance 
Corporation of 1920 and 1921, was planned and agreed to by 
Congress. The bill was signed by the President on January 
22, and during the week previous to the signing, twenty- 
seven banks closed their doors. This corporation was set up 
with a capitalization of $500,000,000, and a provision for three 
times this amount in cash assets through the sale of Recon- 
struction debentures or United States Treasury notes, making 
a total of cash resources available for lending of $2,000,- 
000,000. By February 2, the Board of Directors approved 
by the Senate was organized and applications began to pour 
in. The effect was instantaneous. Courage displaced fear, 
and in two months more than 1,300 applications for loans, 
aggregating more than $230,000,000, were approved by the 
Board in Washington; of this sum, nearly $200,000,000 in 
cash has been actually advanced to financial institutions and 
railroads throughout the country. Bank failures have been 
reduced from ten or fifteen a day to one or two a day, and 
lately, reopenings have exceeded closings. 

The same bill also set up a fund of $200,000,000 for the re- 
lief of the depositors of closed banks, both state and national, 
and $200,000,000 for crop and seed loans, to be made, subject 
to the approval of the Secretary of Agriculture, directly to 
farmers in distress throughout the country. 

Immediately upon the heels of this gigantic relief measure 
followed the passage of the Glass-Steagall Bill, which broad- 
ened the base of eligible paper to enable the banks to borrow 
from the Federal Reserve upon secondary collateral, relieving 
the banks from the fear of exhausting their prime eligible 
paper. Although at the time of the passage of the bill the 
eligible paper in the possession of member banks throughout 
the country amounted to more than $8,000,000,000, the fear 
of withdrawals of deposits was so great that a still larger 
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accessible reserve fund was needed. This the Glass-Steagall 
Bill provided. This bill also authorized the use of United 
States Treasury bonds owned by the Federal Reserve as back- 
ing for currency, thereby freeing over $750,000,000 of gold. 

These two measures had a marked stabilizing effect, and the 
successful launching of them materially helped to unite the 
conservative members of both parties, Republican and Demo- 
cratic, in Congress, for the relief and support of our entire 
financial structure, as well as the railroads. This harmony 
was then and is now vital to the solution of our problems. 

It is important to distinguish between permanent legislation 
and emergency legislation. Every civilized country in the 
world has adopted emergency measures of relief to offset 
economic chaos resulting from the World War. These emerg- 
ency relief measures will help allay fear and reéstablish cour- 
age. But the end is not yet, for these measures will not, in 
themselves, start the wheels of business. There has been a 
serious drop in security values during the last thirty days, 
occasioned largely, no doubt, by the failure of Congress thus 
far to balance the budget. We must face the facts, however 
disagreeable they may be. 

Certain elements are absolutely essential to our upward 
trend: the recovery of our commodity prices, the relief of 
unemployment, an increase in the purchasing power of the 
people, and the basic adjustments necessary to restore confi- 
dence, including a balanced budget. 

The Senate is now wrestling with the tax bill in the hope that 
a way may be found to nearly balance the budget with an 
equitable tax that will not rest too heavily upon any one 
group, and I believe that the solution of this difficult problem 
will be found. 

But there is another highly important element in the bal- 
ancing of the budget, which should be of permanent relief, 
and that is a drastic cut in federal expenditures. Careful 
calculations have been made upon the possibilities in this 
direction, and it is believed that a saving of between $160,- 
000,000 and $200,000,000 can be made by combining certain 
bureaus, eliminating some of the least important of the gov- 
ernment’s functions. This will prove a difficult and a very 
distasteful undertaking, but it must be done, and the Admin- 
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istration is prepared to undertake it with courage and determi- 
nation, if authorized by Congress. 

Lower costs and higher purchasing power are what we need 
today as never before. 

The problem of unemployment is increasingly serious, for 
private and municipal funds have been partially exhausted and 
unemployment cannot be decreased until business can start 
with reasonable certainty of finding profitable outlets for its 
products. Many of our states and municipalities are unable 
to meet their full payrolls today or borrow additional funds. 

The agricultural sections of the country are suffering as the 
result of a prolonged deflation in prices, which are now far 
below the cost of production. 

These are the problems which lie immediately ahead of us. 
We must face them squarely, for they must be solved. Com- 
plete codperation is the essential factor in the solution of our 
distress. Our wisest heads and most courageous leaders must 
work shoulder to shoulder to find the way out. Each in- 
dividual business must study its own problems unceasingly. 

Our state and city governments must economize rigidly. 
We must keep our Federal Treasury impregnable. The 
wealthy may be forced to learn many valuable lessons which 
are taught by privation. Our orgy of extravagance is long 
since over, and may be for some time. We must adjust our 
minds to the abandonment of the fleshpots of Egypt and the 
adoption of the simple life. We must pull up our belts another 
hole and press forward with a liberalism which will save us 
from plutocracy as well as from the rule of the mob. The 
time is ripe, in this winter of our discontent, to strike out from 
our federal code all sumptuary legislation, to revise our bank- 
ing laws along sound lines (for we need a unified banking 
law and should begin before long to lay the foundation) ; 
to practice tolerance in all things, to cultivate vision, courage, 
and faith. We have the genius for organization, the scientists, 
the raw materials going begging, and the money. Surely we 
can put these together for the common good. Herein lies our 
hope and our triumph. 

The primary necessity at the present time is a general 
restoration of confidence. That cannot be produced by 
any panacea, but can only result from each citizen’s under- 
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taking vigorously, both in his business and in his personal 
affairs, to set his house in order. Governments must balance 
budgets. Industries must adjust their costs. A thousand 
and one adjustments must be made to a new economic con- 
dition. It is only on the basis of such changes that our 
extraordinary supply of gold and credit can again be put to 
work, that business activity may be renewed, prices restored 
to more normal levels, and recovery assured. 

One of the most remarkable exhibitions of the capacity of 
a nation for carrying on under trying conditions is provided 
in Germany. I wonder if most of us realize the stringent 
regulations which the German people have imposed upon them- 
selves through the emergency decree of last December. These 
restrictions include the following: 


(1) Domestic commodity prices fixed by agreement are 
reduced by I0 per cent, 

(2) Railway freight rates are reduced by from 5 to 20 
per cent, 

(3) Interest rates are generally reduced, 

(4) Building rentals are reduced by a minimum of I0 per 
cent, 

(5) Wages and salaries in government and private under- 
takings are reduced 9g or I0 per cent, 

(6) A federal sales tax of 2 per cent is put into effect. 


We do not require in this country this kind of rigid restric- 
tion, but we do need to introduce in our whole economic life an 
element of elasticity which will enable us to adjust ourselves 
to changed conditions, and the German example is inspiring as 
indicating a state of public opinion, and a will to achieve. 

May I give you a quotation from a personal letter recently 
received from England? “ My wife and the boys will not go 
to Switzerland this year, as it is not considered patriotic to 
leave England. The poorer people are taxed one-fourth of 
their income, and the rich, one-half; but the English people 
have put their backs to the wall. We are not complaining. 
We have balanced our budget, and we are jubilant, for we are 
the only country in the world which has balanced its budget.” 

Fellow Americans, we have the courage and the faith. We 
shall not be found wanting. Our country will be the next 
country to balance its budget. 
[122] 


CONTROL OR FATE IN ECONOMIC AFFAIRS 
SIR JOSIAH STAMP, G.B.E., LL.D., D.Sc. 


AM quite sure that owing to the activities of an omniscient 
if press most of you are aware that the main object of my 
visit to America was not economic. It was not even to 
make this speech. In fact, when I knew I was coming over 
for other reasons I referred to the well-known maxim that 
silence is golden, the maxim which has ruled my conduct up to 
now ; but inasmuch as England has gone off the gold standard, 
it seemed that I might be absolved from any self-imposed 
restrictions. 

But even if I had come on an economic mission, I must beg 
Senator Walcott and our respected Chairman to absolve me 
from the necessity for approaching my problem tonight from 
exactly the point of view they gave me, namely, that of com- 
ing here to help you or show you the way out of your diffi- 
culties. Far be it from me, coming from the difficulties of 
Great Britain, some of them half solved, some of them once 
again dodged, others concealed, and others postponed, to 
attempt any such thing, as it would be presumptuous to come 
here to advise you how to get out of your troubles. I have 
really come over to see what you think about England, much 
more than to tell you what England thinks about you. So I 
approach this matter, particularly in a conference like this, as 
a fellow inquirer. 

After all, any truth is many-sided, even simple truth, but 
the complex truth of today is so many-sided that even the 
same set of facts needs approach by many methods of analysis 
and many different types of mind before we can get even an 
approximation to the truth. Anyone who tells you that he 
has a ready-made solution to the difficulties in which all the 
world now finds itself, it seems to me, is either wilfully dis- 
honest or not fit for the present age. The world is sick, there 
is no doubt about that, but I do not come to you with any 
particular panacea of my own. I come as an inquirer point- 
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ing out what I imagine to be vital points in the present situa- 
tion that must be set right before we can get further. 

A recent biographer in England, referring to the great 
Croker, the great littérateur and politician, speaks of him in a 
certain Cabinet crisis as being in an “ ecstasy of exclusive in- 
formation.” Well, I am in no such ecstasy, although people 
have a habit, a disarming habit, of coming to one and expect- 
ing in a sentence or two to hear the way out. 

Several people here have said to me that this is a most 
“interesting ” age to live in. Of course, it is interesting, but 
I notice that the people who make the statement that it is 
interesting are those who are close enough to what is being 
done and to the decisions that are being made to criticize them 
freely without being actually responsible for them. When 
you are both near and also responsible for the decisions in some 
measure, it is perhaps rather more alarming and tiring and 
anxious than interesting. 

We are faced with a great flood of speeches, articles, ad- 
dresses and books, all dealing with this problem and telling us 
the way out. I do not complain of them. I do not say that 
we may not be able to get some help from them. What we 
want is not less talk but better talk, and I would weed them 
out not for quantity but only for quality. Even so, any simple 
statement which represents an individual point of view faith- 
fully is welcome in the sum total of knowledge. But if one 
glances through these different characterizations one finds they 
classify themselves under a number of fairly distinct heads, I 
do not say to the exclusion of others, but each person empha- 
sizes a particular point of view. You have, for example, those 
who point out quite rightly that economic frontiers do not 
coincide with political borders, or with racial ideas; that it is 
the attempt to dragoon the one into conformity to the other, 
by tariffs, by financial policies, by all kinds of methods, that 
is bound to lead us into trouble and into difficulty; that the 
best we can do is to get some closer approximation to the 
economic realities and to subordinate political ideas and 
barriers in some measure, if we would get the greatest good 
for the greatest number, and the greatest prosperity for the 
world. 

Others point out that we are endeavoring by a framework 
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of government based on eighteenth-century principles and 
philosophies, those canons of nearly two hundred years ago, 
to deal with the complex world of the twentieth century, when 
we have in many respects annihilated distance, universalized 
instantaneous knowledge and made every conceivable change in 
the things which govern political representation, political 
pressure and the whole science and art of government. 

Then there are those, the third class, who point out quite 
rightly that science and production are outrunning all the 
other factors of society, and that mental powers, and particu- 
larly our moral endurance, have not advanced equally to deal 
with them; that we have, therefore, in a complex society a 
breakdown until such time as we can make up the leeway in 
these other factors compared with those particular advances 
in science and production. 

This is simplified by a fourth class who would put it in this 
form: the problem is one of the coexistence of plenty and 
scarcity. You have on ‘he one hand enormous potentialities 
or actualities of production, greater than the world has ever 
known, and on the other hand you have the greatest difficulty 
in matching this with purchasing power. Somewhere between 
the two the bridge is broken or overcrowded. 

There are two kinds of bridges that are emphasized. One 
I may call lubrication and the other balance. Those who 
refer to lubrication, by which I mean the medium of exchange 
in currency and finance, tell us that we must have a stabler 
measure of value and a simpler and more resilient method of 
exchange so that the translation from the one side of the 
equation to the other, viz. production and purchasing power— 
for they should be equal—may be successfully achieved. And 
they say we must have much greater control, whether by gov- 
ernments, international bankers, central banks or new banking 
systems, over the total amount of purchasing power in relation 
to the requirements of production. They agree that such con- 
trol lies in a new world of ideas, extremely subtle and difficult 
to envisage as being successful in all circumstances. Those 
who say that the question is one of balance point out that 
certain production advances much more rapidly than the 
ultimate real demand for it in relation to other things, and so 
by a lack of balance between different elasticities of demand 
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we bring about ultimately a complete breakdown of the 
machine. They put forward projects for productive control 
which, if carried to their logical conclusion, really raise the 
whole issue of the present order of society because that kind of 
control of production, as I hope to point out, requires some- 
thing autocratic, either within an industry, or within the 
nation, or between nations, such as the world has not yet seen. 

Another group regards it merely as a question of the in- 
dustrial rhythm, the financial rhythm and cycle that has been 
with us ever since modern civilization has been internationally 
active. They point out that, however caused, whatever may 
be the immediate impact or incidents that start it going, there 
is a rhythm, there is a period or cycle, uneven in length, but 
absolutely unavoidable; that what we have to learn to do is to 
find out the critical points in that cycle so that we can damp 
it down whenever it needs it so that neither our optimism nor 
our depression may be too great; they acknowledge that it 
would be very destructive of the whole world’s progress if we 
had no rhythm at all and only a stagnant level. But the 
danger lies in excessive amplitude. 

The next class, however, say that with all our efforts modern 
civilization is so complex that no matter what we do we are 
bound to fail really to control the situation; they say that fate, 
beneficent perhaps, perhaps not, will ultimately settle it how- 
ever much we may try to control the situation; that the most 
we can do is to set matters in such order that when the diffi- 
culties do come they will not completely destroy us; but that 
beyond that we have no power; that there are so many un- 
foreseen accidents in such a complex set of circumstances, over 
which we have no power of final determination, that we have 
no means of settling what our economic destiny shall be. 

I think that many people take that view of our economic 
destiny, and they become or are becoming at the present 
moment economic agnostics. They say that they do not see 
how we are going to do anything, and throw up their hands 
in despair. As Senator Walcott has said, perhaps the under- 
lying note of all this is that there is a breakdown of individual- 
ism and laissez faire, and we have to face the problem of 
control, not only the kind of control and the measure of it, but 


by whom it is to be administered, whether democracy is strong 
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enough for it, whether autocracy is wise enough, or can be 
trusted for it. 

Some of us long for an autocrat, and we say that the finest 
government would be by a benevolent and wise autocrat; and 
yet we know that even an autocrat may be under complete 
domination by some sentiment, or some prejudice for that 
matter. 

A friend of mine says that his greatest ambition in life is 
to break into the house of Mussolini and to overhear a con- 
versation between Mr. Mussolini and Mrs. Mussolini, which 
would end in this way: “ All right, my dear, all right; have 
it your own way.” 

Our present discontents, in the absence of an autocrat and 
not under such beneficent guidance, have driven us to a popular 
attitude, or two popular attitudes. The first is disillusionment 
with economics and disgust for economists, an entire lack of 
faith in them as having failed to rise to the occasion when 
they were needed. Events, it is said, have taken place which 
were contradictory of the economists’ teachings. These critics 
themselves are making economic judgments of all kinds. They 
are like Moliére’s character who had been talking prose all his 
life without knowing it. They, themselves, are really prac- 
tically posing as economists all the time they are abusing 
economists. 

But there is a second class who are suddenly showing an in- 
judicious trust, a pathetic trust, in economics. They are 
rushing to textbooks and hoping by an hour’s or two hours’ 
reading of economics without tears to discover the secret of the 
whole problem. 

Concerning the first class, who are disillusioned and say that 
they will have nothing more to do with economics or econ- 
omists, I wish to say that there is a common idea that the 
proper task of economics and the test of its being a valid science 
is that it should forecast. It should foretell not merely 
tendencies. It is not enough to say that if such and such a 
set of circumstances continues, a definite consequence will en- 
sue. It must be able to say that the turn of the tide, the price 
level, or the bank rate, or whatever it may be, will come in 
June, or if you like, on June 15, at four a. m. 

Such forecasts would entitle economics to rank as a science, 
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with accurate statements of cause and effect. I do not know 
whether you have ever examined that idea, but if you do so 
for two or three minutes, you will see that it is a contradiction 
in terms and the supposed parallel to physical science is quite 
invalid. Do you not recognize that a forecast fully believed 
in would be cancelled out as soon as people acted on their 
belief? Suppose, for example, you are told that a certain 
index of stock or bond prices is going to change in the month 
of September. You are all presented in advance with that 
information and if you believe in that forecast, and act upon 
it in your selling or buying, it will disappear as a prophecy. 
‘Such prophecies can be right only if they are in sealed en- 
velopes or if people do not believe in them. It is quite possible 
for an omniscient economist to forecast what will be the mass 
action of a vast body of people who do not believe in his fore- 
cast, but the moment they believe in his forecast it disappears. 
The reason is that so long as you have, either individually or 
in the mass, the control of an issue in your own hands, and you 
understand it fully, you are in a position to try to avoid the 
consequences of that issue. The more you examine the prob- 
lem of forecasting the more you will see that the mere pro- 
jection of a past curve of incidents depends upon mankind’s 
acting independently of the belief or knowledge of that fore- 
cast. You get a different forecast if you assume that one half 
the market will believe you, and your forecast must be one of 
the effect of mixed psychologies. 

Then you have the danger, among those people who are 
disillusioned, of the men with the older economic ideas, some 
of them professional economists. There is no more dangerous 
man than the man who knew the correct, and absolutely correct, 
answer to every economic problem thirty years ago, if he has 
not gone any further than that, because every problem is so 
altered in its character that it requires new analysis. 

For example John Stuart Mill was certainly not altogether 
wrong for the time in which he was living. Probably if he 
were living today he would write altogether differently, about 
today’s facts, because economics is a mode of thought and not 
a body of permanent doctrine. It requires activity of the 
mind up to date, and there is no good trying to live up to the 


teaching of the past, without some consideration of the differ- 
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ent present-day problems. I would rather have the man in 
the street with no pretension to knowledge at all than the man 
with a correct answer to every problem a generation ago and 
a static mind since. 

The second class have a pathetic trust in economics and are 
rushing to it as though all our problems could be solved in two 
or three minutes. They want a quick way out. I always say to 
them, ‘‘ Either leave it alone or do it as far as you can 
thoroughly.” Realize that it is a discipline just as serious as 
becoming a doctor, or a physicist or a chemist, to understand 
such a complex world as the economic world, or at any rate 
to dogmatize upon it. The average man has not given very 
much thought to it, and if he examines himself to see where 
he got his principles and his facts, he will be surprised to find 
how many hazy ideas he has on the subject derived from the 
most miscellaneous sources. His mind is, generally speaking, 
aragbag. I always say to him, “ If you must have a mind like 
a ragbag, at any rate you can sort the rags and see what you 
have got.” 

We shall never get the kind of collective wisdom or response 
to true economic principles, for which I am pleading, until we 
recognize our limitations in that direction. 

We have first of all to learn that even the plainest and most 
positive of economic rules and principles has a point of reversal 
under stress and in particular conditions. It may be true, for 
example, that a rise in the bank rate retains reserves, draws in 
money, commands confidence that the situation is in hand; but 
there are situations in which raising the bank rate has the very 
reverse result, and such situations have been clear in several 
countries, particularly in England in late years. There was a 
time when to raise the bank rate at a particular crisis would 
not have been taken as showing that the position was in hand, 
but it would have been suspected as indicating that the situ- 
ation was much worse than people had thought, and so far 
from attracting favorable balances it would have caused such 
an alarm that a panic would have ensued. 

There is a point of reversal, too, not only in the rate but 
also in the whole principle of the quantity of money. Some- 
times the quantity of money may be so great as to be in- 
active and not to stimulate business as people had hoped. It 
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may be very well to say, ‘ Let us put in the shop window 
double the money we have had in the past, let us halve the 
price”; but double the money and half the price does not 
affect the man being carried by in an ambulance. He has to 
be sitting up and taking notice. We can be so sick in mind 
that we can take advantage neither of cheap rates nor of 
large quantities. 

There are points in practically every economic principle, 
even the elasticity of demand in reference to price, where the 
whole curve turns upside down, so that the matter is much 
more complex than the mere mastery of a few simple rules. 

Perhaps I may be permitted, not in any critical sense, but 
rather as a casual observer who has been here this past fort- 
night, to give you my observations as to the different character- 
istics that I have observed during this present time as com- 
pared with, say, a year or two years ago. First of all, I notice 
a great loss of faith in institutions; institutions of government, 
institutions of control, institutions of finance, institutions of 
education no longer command the general confidence. People, 
to take a word we use in England, “ blow upon” them. They 
feel doubtful about them. They have discovered, rightly or 
wrongly, that they are not the source of all wisdom. Also I 
see a considerable lack of confidence in men whose names 
you would have considered as infallible, something to con- 
jure with, a year or two ago. But worst of all, from the 
American point of view, there has been a loss of faith in 
slogans—and heaven help America when she loses faith in 
slogans! I suppose so many Couéisms have been tried and 
found not altogether satisfactory, that that is to be pardoned. 

But we must see that there is a limit to this loss of faith. 
There must be no loss of faith, I hope, in the superiority of 
thinking over drifting. Somehow or other we must realize 
that the cardinal sin is to lose faith in intellectual solutions. It 
must be better to think hard and work hard to discover a way 
out than merely to blunder around in the dark, fumbling vainly 
for the switch. 

But if we are to have intellectual solutions, they must be in- 
tellectual in the best sense of the word, not merely academic 
exercises in books and within four closed walls. They must 
be intensely human and in touch with every-day facts. Where 
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would the clever analyst have been if he stuck simply to first 
principles, mulling them over in his mind, and did not take 
cognizance of what had happened in the world for the past 
two or three months in relation, we will say, to that extra- 
ordinary problem in India? No economist, no statesman, not 
even a missionary living for years in their midst, could have 
told you the precise point or the exact amount of pressure that 
would have changed the psychology of a people from their 
age-long, century-old habit of hoarding into a habit of “ dis- 
hoarding’, as the economists would say. Yet it happened, 
with the profoundest influence upon the ability of England, at 
any rate, to get on her feet again financially and to repay her 
creditors. Even the habit of hoarding in France and in the 
United States is a factor that might have been left out of 
account by the most profound economist engaged in his own 
studies but not looking closely at the world of actualities. 

The second thing about our intellectual solutions is that we 
must not expect perfect solutions. We must not despair if we 
don’t get perfect solutions. The only possibility is that we 
may get a little nearer than we have been. As we should say 
in golf, we may get a little nearer by making a good approach 
shot. We cannot expect that at one bound we are going to get 
any perfect solution, and we must not discredit solutions simply 
because they are not complete. If we can get them with any 
large percentage of completeness or accuracy, we must be 
grateful. 

As the poet says, we want to mold the world “ nearer to the 
heart’s desire.” But what is the heart’s desire? There is not 
much good in molding the world unless we have a clear idea 
of our goal, what we are really after, what is our heart’s desire. 
Is it quantity? Is it a suffocating mass of commodities for the 
world to use? Oris it quality? Is ita nice balance of human 
affairs and enjoyments and satisfactions? Is it getting all we 
can today and not bothering about the happiness and stability 
of society tomorrow? Or is it a blissful tomorrow bought at 
great price today? Or is it a nice balance between them? 
Does it admit of moral and artistic and spiritual judgments, 
or is it just one mad rush for the comforts of today? We must 
know what the heart’s desire is before we can even make a 
good approach shot to it. 
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Many people are very intolerant of getting down to first 
principles. Their whole instinct is empirical, to act upon the 
impulse of the moment. They have no use for abstract prin- 
ciples. It is a British characteristic to distrust abstract 
principles, and I dare say that it is a characteristic here as 
well. You remember the picture in Punch of the two golfers 
who were partners. The one had left the ball where it gave 
a very easy nine-inch putt. His partner was about to attempt 
it. After a very careful selection of the right putter as to 
size, shape, smell and weight, and very careful deliberation on 
the lie, his partner began to get impatient, and finally ex- 
claimed, “‘ Not so much of your science—bung it in!” 

This is the attitude, I think, of the average business man, 
but there is a time in the affairs of man which does not admit 
of quite such an easy solution, and in which this reliance upon 
instinct or upon the experience of the past is altogether mis- 
placed. We have to remember that we have evolved an 
extremely complex machine which is capable of productivity 
such as the world has never known before, while it is function- 
ing smoothly, but that the effect of psychology on that machine 
is all the greater because of its complexity; that an error of 
human judgment can do more damage in aggravating con- 
ditions in this complex civilization than it would in a simpler 
state of society. Why? If in the old days your wheelbarrow 
went bad on you, any handyman could fix it, but today if the 
complicated product of the automotive industry goes wrong, 
you must have the right man, with the right understanding, 
at the right place (he may be a long way away), with the right 
parts, to make the adjustments; and it may take a long time. 
It is an extremely complex affair. This is a very poor analogy, 
but it does illustrate that the more complex you make society 
the greater is the possibility of complete derangement. That 
is the situation today. Psychology plays an infinitely greater 
part than it ever could have done in a more primitive state. 

It is no small wonder then that in finding our way out we are 
seeking a way of planning and controlling the situation. 
Everybody is evolving some solution, which means control, 
interference, or a plan of some kind. We have societies and 
companies in England that are doing nothing but theoretical 
planning of production, government and every activity of life 
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in order to codrdinate them and make them run smoothly, and 
to prevent any further possibility of such disruption as we 
have had. 

Contrast the other extreme of fifty or sixty years ago, the 
extreme of uncontrolled individualism and Jaissez faire, repre- 
sentative of the thought of Herbert Spencer, with the opposite 
extreme, the complete manipulation of the life of the in- 
dividual, as it is being attempted in Soviet Russia today. 

There is a long line, in between, of increasing interference 
and control, and we are all of us occupied in finding some 
position for ourselves between the two extreme points. Our 
desire is to get the best of both worlds, and according to our 
intellectual makeup we are trying to secure the maximum 
advantage. We weigh the profit incentive in individuals, 
which we believe to be indispensable for progress, and must 
not be interfered with, against those superior advantages which 
may come from having an aggregate and collective knowledge 
of what is happening, and a common aim, instead of disjointed 
ignorance. 

We know that if men only knew collectively what was 
happening — over-production, under-production, or over-in- 
vestment and the like—we might avoid many extremes. Some 
of us are very jealous of our individualism and are near the 
one end, while others are planning this, that or the other thing, 
and are near the other end. Some of us would have a central 
control of stocks of commodities. Others would have a central 
or international control of the value of gold. But whatever 
our interest may be, it is almost a platitude to say that we are 
all planning today at some point or other along that long line. 

Let us look at one or two of these points. Senator, you 
have referred to the American banking system.* Far be it 
from me to say anything more definite on that than you have 
done; but from an outsider’s point of view, it seems clear that 
just as you made a tremendous step forward in the Federal 
Reserve System, the time is now ripe for a very distinct ad- 
vance as a next stage to making the rest of your banking 
system resilient. I will not say foolproof; that is a wrong 
word to use in this country, but mass-proof or ignorance-proof. 


1Cf. Senator Walcott’s address, supra. 
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It is becoming increasingly recognized that the receipt of 
deposits and the granting of credits is a much more subtle and 
extensive business than opening a grocery store, for any defect 
of knowledge is so much more far-reaching in its effects. It is 
the handling of contagion itself, either toward hope or toward 
fear. It ought not to be possible for an advanced community 
to have thousands of banks closing their doors under local 
pressures. The survival of the fittest cannot take place without 
tremendous danger to the community. 

Now I do not care to say exactly how it ought to be done, 
but in some form or other interdependence and interregulation 
seem to be desirable in order that local shocks may be mini- 
mized ; that there may be greater diversification of risks; that 
final decision upon large groups of risks should not be too 
close to the facts that are being judged. 

Moreover, the fact that two whole systems compete side by 
side in the granting of credit multiplies the possibilities of 
unsoundness. 

Then if you are to have improvements in these directions, 
they seem to me, looking as an outsider, to require a greater 
boldness on the part of politicians than history would justify 
us in expecting. In every country we are paying a terrible 
price for political prejudice. In this particular instance,—I 
do not know but I suspect—the influence of the small bankers 
in the various localities may be as important a factor as any 
other in securing any genuine reform. 

But looking at the United States as a whole, from this point 
of view of control, it seems to me that its potential wealth, 
even without any consideration of foreign trade, is as great 
as ever it was, and the ingenuity and skill of its people also as 
great as ever. It has a circulating system sufficiently resilient 
for all ordinary variations of hope and fear. It is clear that 
at the present time all that marks it off from a period of pros- 
perity is the psychological element or a certain spiritual 
quality. That mass psychology should be capable of destroy- 
ing material wealth must now be evident even to the most 
material of men; and in all countries—not the United States 
alone—the manifestation of stability of character in individual 
institutions is the prime necessity. 

This stability of character, as I see it, includes certain moral 
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qualities. It includes a general resistance to the instinct of 
getting rich quickly by the exchange of titles to production as 
distinct from increased powers of production. I think that the 
American habit of looking so exclusively or so continually on 
capital values for its source of satisfaction or despair, as dis- 
tinct from incomes, perhaps makes the American people more 
peculiarly susceptible to waves of psychological optimism and 
pessimism. 

As I see it, the stock exchange ought to be the residuum of 
what is happening in industry and in the banking and financial 
world. It ought to register those kinds of values which result 
from them. Instead of that, it seems to be in the seat of 
movement and of control. What happens on the stock ex- 
change influences the feelings of the banks, and very often their 
actual stability and solvency, and certainly influences their 
feelings toward industry. They in turn carry on that 
psychology, and industry is depressed or improved in its 
prospects, from the wrong end. It seems to me that until all 
the countries where the stock exchanges are powerful see that 
the latter are made once more the resultant and residual rather 
than the actual focus or stimulus of power, we shall not be 
able to lift ourselves from our present difficulties. 

When I come to the question of control in other spheres, I 
will take for example the British wage level. You all know 
that one of the difficulties of the British situation and the 
balance of trade is the question of export costs, and that the 
British wage level is a very important factor in those costs. 
It is so resistant to change that we are beginning to regard 
it as a fixed level, and we say that everything else must be 
adjusted around that level. So long as you have marked 
changes in the value of money and the price of commodities 
you are bound to be in difficulties with a fixed set of costs or 
a fixed financial structure; and in our financial structure we 
have certain very fixed things, the two principal of which are: 
firstly, the unionized wage level ; secondly, a very large amount 
of debentures and other fixed debts. There is a third, a very 
large internal debt. 

Look at our internal debt for a moment, 7,800 million 
sterling in 1924 when it was at its lowest weight on the com- 
munity, either in the service or in the total proportion to the 
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national wealth. We have repaid since then something in the 
nature of $2,000,000,000 painfully cut of our budgets and 
taxation, reducing it to 7,400 million sterling; but its actual 
weight in terms of 1924 has gone up by $20,000,000,000 owing 
to the change in the price level. It is now nearly 11,000 
million sterling in the terms of the production in reality of 
1924. Now there you have a relatively fixed situation, and 
the elements of control are invoked in two ways: There are 
those who say that when you have an exceedingly violent 
change in the price level you ought to have modifications of 
all things measured in prices, and wages should be correspond- 
ingly adjusted. On the other hand, you have people who say 
that the fluctuations in gold and the price level ought not to 
take place, and if they did not occur you would not want to 
adjust wages and prices. 

Take the unionized wage level. I was speaking to one of 
the labor leaders, and he said, “ It is idle for you to say when 
you make a mistake nationally or internationally in the 
handling of gold, that money wages should adjust themselves 
to that mistake, and that I should go to all the workers and 
try to alter the habits of thought of hundreds of thousands of 
them and make them adjust their wage scale and their age- 
long notions about the sanctity of a particular money wage to 
accord with that mistake. I know the fallacy of trying to 
keep up living wages under those conditions, but it is not my 
job to go to the men to alter their minds because of your 
mistakes. It is your job to keep gold prices steady. As long 
as I go about correcting the effects of your mistakes and those 
of your fraternity, you will never learn your job. It is the 
job of you bankers to keep gold steady, and you are up against 
it now. So long as we give way to you, you will never do it.” 

That is a very difficult complaint to answer and a very 
cogent argument, but you can readily see that on both sides 
control is asked for. On one side the desire is to control 
men’s minds and make them accept what to them would be an 
autocratic and unjust change, even though you know that it 
really involves no change in real wages at all; on the other 
side, control of the price level is asked for, which only a 
much greater codrdination of national and international 
thought can bring about; but control is wanted, baffling as it 
may seem, in both ways. 
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You have those, as I have said, whose ideas of control are 
focused on commodities. They would not leave it to choice 
to determine what the stocks of commodities should be. They 
would have the stocks of commodities made known and con- 
trolled as to their disposition and the level of prices at which 
they should be sold, either by pools, national or industrial, or 
by other international action. 

This idea, however, raises the extraordinary problem that 
we have seen in rubber and other attempts at control, when 
there exists a free supply subject to no particular inhibitions, 
side by side with a controlled supply. Whether control is 
attempted in wheat, or in rubber, or even in money, in gold, 
if half the world is controlled and the other half free, you 
may stumble into even greater difficulties than if there were 
no control at all. 

At the bottom of all extensive planning there is this par- 
ticular difficulty, that the planning of production, if it is to 
proceed far, must enslave consumption. Ask an enthusiast on 
planning what proportion of mankind’s consumption of goods 
and satisfactions is absolutely unalterable, or changes with 
price, or changes with fashion. If a very large proportion is 
unalterable, then you can ascertain it by large statistical 
aggregations and say such and such will be the demand of 
the world and aim your production to fit that; but I am afraid 
there is so large a part of the demands of men which will 
change by fashion or with price as to render every forecast 
of aggregate production liable to much more than a five-per- 
cent error. The moment you have that variability of con- 
sumption coming into the picture you are lost, and the econ- 
omics of consumption, to say the least, are extremely 
precarious. 

I have referred to the necessity for control in the area of 
gold. We are not at the present moment making very much 
advance in this respect. The possibilities of international mis- 
understandings are as great as ever, and until we can bring 
the ideas of all the different countries much closer together, 
I do not see how we can make more than a very remote 
approach to this problem—vital as it is to all the others. 

We ought to recognize today, too, that the lending and 
borrowing of money between nations is ultimately an inter- 
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ference with trade and is fraught with much greater conse- 
quences than we have hitherto realized. It must affect future 
trade, because the volume and the direction of lending and 
borrowing may or may not correspond to the ultimate con- 
venience of the natural direction of imports and exports. 

No country can become a foreign lender merely by having 
large resources and a complete willingness to lend ; that is, not 
a successful lender. It has to be able to stay out and to 
control its feelings in bad times as well as in good. It must 
not change its position in the international boat when the storm 
comes on, otherwise it will rock and frighten everbody. Inter- 
national finance, such as is involved in supporting bills of 
exchange, or even lending on bonds to smaller foreign govern- 
ments and smaller countries, demands a close study and a long 
experience, and a willingness to ask the question, “‘ What shall 
I do about this money I am lending when bad times come?” 
In answering this question, it requires great powers of endur- 
ance to withstand the temptation to clear out, even though 
clearing out may destroy the credit of the borrowing country 
in times of difficulty and danger. No country can, under 
modern conditions, really help forward the problem of stability 
and control unless it is confidently in possession of these 
qualities. 

I doubt whether all those in the United States and elsewhere, 
with their frequent clamor to be independent of other countries, 
realize how the policy of obtaining a surplus of exports and 
being lenders of capital involves them in sharing in the 
responsibility for the economic prosperity of the rest of the 
world. It is possible by tariffs to establish a closed system, 
but it is not possible to combine with this successfully the 
profits or interests and risk-taking involved in large export 
trade and foreign loans. We need to think of these problems 
as a whole. 

If I had time I would like to refer to the problem of sterling 
at length, and here I should deal with the problem not as a 
director of the Bank or even as an adviser of the Government, 
but I should try to give you the consensus of the opinions of 
the leading economists of Great Britain. May I express the 
opinion for them that what they are aiming at first of all is 
not to find first the level of exchange, but to find that price 
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level in our country which will enable the country with its 
various rigid factors to function to its maximum possibilities,— 
a price level which will not involve increases in money wages, 
but which will enable business to function profitably. 

When we have achieved that level, it will correspond to a 
certain rate of exchange in foreign currency. Of course dur- 
ing the last three or four months gold has altered more rapidly 
in its value than sterling. People have been rather surprised 
to find that sterling has not risen with the depreciation in the 
exchange of gold. As a matter of fact the explanation is 
quite simple. You would expect that with the 30 per cent 
depreciation in the exchange a 30 per cent appreciation in the 
price level, or thereabouts, would occur. If you take the 
sterling price of commodities in international exchange and the 
gold price level you will find that a rise in one taken with the 
fall in the other accounts for this. Sterling since we went off 
the gold standard has risen 8 points and gold has fallen 11. 
The result is 19 points, which comes near the two-thirds we 
should expect. So all the time that gold prices are falling 
abroad, the problem of finding a stability of exchange between 
our price level and the outside price level is a really great one 
in Britain. Let us assume that we find a stable price level of 
our own and the price level abroad is stable, then there is a 
stable equilibrium between them, and that is the level at which 
we may come back to gold successfully. But I think nobody 
in England wants to come back to gold with the same risks of 
being thrown off it as heretofore. The pound at $4, or at 
$4.50, or whatever it may be, may fall just as easily as it did 
from $4.86 if there is not some general international under- 
standing about the regulation of money markets and the 
control of prices. 

May I conclude by saying that in all these questions of con- 
trol we presuppose a certain probity and a certain steadiness 
of character on the part of our populations and of their leaders. 
It is being borne in on me the longer I live in the economic 
field that the greater the bargain that you achieve in business 
as against the other man or against the other country, the more 
it seems that you have succeeded in driving a good bargain 
for yourself and a poor one for him, the less likely the bargain 
is to last and be to the satisfaction of everyone. These bargains 
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with one-sided advantages are really never worth while. The 
real balance of the world is only secured by letting every man 
having a fair deal. 

It has been said that we all of us get our deserts, but it is 
only the successful who really acknowledge it. 

My final word is this, that we are engaged, at the most 
serious point in the world’s history, in reconstructing society, 
not only our own but the world’s; and I would quote the words 
of a great poet of your own: 


“Weak was the old world, 
Wearily war fenced, 
Out of its ashes 
Strong as the morning, 
Springeth the new.” 
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